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Push a button 
.. . copies flow! 


Anyone can make perfect copies 
everytime on a 914 Copier. No 
wet chemicals or expensive copy- 
ing paper are required, and there 
are no exposure settings. It’s 
fully automatic! Makes copies on 
ordinary paper (plain or colored) 
or selected offset masters. 


Who needs 
wastebaskets? 


There’s so little waste of paper 
with a 914 Office Copier that 
the cost of discarded copies has 
become an insignificant factor. 
The oversized wastepaper basket 
(which had to be emptied 4 or 5 
times a day) is fast disappearing 
from the modern office. 





If you spend $50 
or more per month 


on copying supplies, you can af- 
ford to modernize your copying 
methods. Reported one 914 user, 
“It lets you do so many things, 
make so many copies.” Write for 
booklet. XEROX CORPORATION 
(formerly Haloid Xerox Inc.), 9X- 
126 Haloid St., Rochester 3, N. Y. 


Copies are as 
good as originals 


So fine is the quality of repro- 
duction with a 914 Copier that 
many people say copies often 
look better than originals. Copies 
anything—letters, invoices, state- 
ments, newspaper articles, even 
pages in bound volumes or paste- 
ups on rigid material. 
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a relatively short course in certain important aspects of 


MANAGEMENT METHODS FOR ACCOUNTANTS 


Sor 


PARTIAL LIST 
OF SUBJECTS 


Four a a7 of 
prediction 
Decision-making 
methods 


Methods for planning 


Scatter diagrams with 
built-in confidence limits 


Predicting changes in 
long-term trends 


Special costs for special 
purposes: 

Opportunity costs 
Marginal costs 

Direct costs 
Controllable costs 
Variable costs 

Imputed costs 


Principle of exceptions 
Financial planning 


Business relationships 
and logs 


Trend analysis 


Standards and directions 
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Public accountants who want to provide broader management 
services to clients 

Private accountants who want to serve management better and prepare 
for top management positions, and 


Others who aspire to top management positions 


e This new IAS MANAGEMENT TRAINING COURSE teaches 
how to understand and use the tools of business measurement. 
Knowledge of these tools is essential to the accountant who wishes 
to serve management better, and such knowledge is just as 
essential for a manager or any business employee who 
has management aspirations. 
e The advanced subjects are taught by graphic methods. 
No mathematical knowledge beyond business arithmetic is required. 
A wealth of illustrative examples and numerous diagrams 
simplify the explanations. 
e The complete course consists of 55 study assignments, each 
with an examination to be solved and submitted for correction and 
grading by CPAs and returned to you with a model solution. 
e The subjects covered are: 

Basic Accounting  — 25 assignments 

Economics — 10 assignments 

Management Control — 20 assignments 
e Either or both of the first two sections may be eliminated 
(with a corresponding reduction in tuition) by those who have 
had recent equivalent training and have no need for 
refresher courses on those subjects. 
e The IAS MANAGEMENT TRAINING COURSE is available 
to individuals and also to firms which are interested in enrolling 
a group of employees at a special group discount. 
e If you would like further information about the course and 
a complimentary copy of one of the Management Control 
assignments, address your letter to the Secretary, IAS, 
at the address below. 


IAS IS AN ACCREDITED 4 NEARS Of 4p 
SCHOOL, ACCREDITED BY | B. INTERNATIONAL ACCOUNTANTS 
a 
THE ACCREDITING COMMISSION «| 7 SOCIETY, INCORPORATED 
OF THE NATIONAL HOME = 2 téC«*S = A Correspondence School Since 1903 
LY = 209 WEST JACKSON BOULEVARD, CHICAGO 6, ILLINOIS 
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me, CATING 


261 




















Editors, THE CONTROLLER: 

I read the paper, “Direct Versus Ab- 
sorption Costing,” by A. W. Patrick in 
the April 1961 issue of THE CONTROL- 
LER with great interest. I think it says 
something that has needed emphasizing 
for a long time. 

The view . . . that anyone who sepa- 
rates fixed and variable costs is merely by 
that action utilizing direct costing has 
disturbed me greatly in recent months. 
Congratulations to Dr. Patrick on setting 
them right in a forceful fashion. 

SYDNEY DAVIDSON 
University of Chicago 

Graduate School of Business 

Chicago, Ill. 


Editors, THE CONTROLLER: 

Dr. Patrick’s paper in the April 1961 
issue of THE CONTROLLER (Direct Versus 
Absorption Costing) was interesting read- 
ing and should be a welcome contribution 
to current thought on the subject. 

I think, however, that he and many 
other writers on the subject are still too 
much bound by tradition in that they 
wrestle with whether or not fixed factory 
costs should or should not be charged to 
product. Why limit charges to product to 
the boundaries of the factory? W hat about 
the depreciation and taxes on the office 
building? Isn't a portion of that, too, in 
theory, chargeable to product? 

I grant that this cost is not so close to 
the product as similar cost on the factory 
building; but, nevertheless, it is a part 
of the over-all cost of providing the means 
to carry on production activity and should 
also be considered if any fixed costs at 
all are to be added to product. 

It seems to me, however, that our whole 
concept of product cost in particular and 
cost classification in general is arbitrary 
and probably derives from the fact that 
in many cases the factory was generally 
physically separated from the office and 
thus there was provided a convenient 
basis of segregating costs and saying that 
product should bear all costs of the fac- 
tory but nothing beyond its boundaries. 

A better view is obtained when we 


READERS AND AUTHOR DISCUSS COSTING 














stand back and look at the entire picture. 
We see then that there are certain costs 
that relate entirely to providing the means 
of carrying on the business. These costs 
go on regardless of the level of production 
or selling activity. They are “fixed” and 
should be considered first on that basis 
and only secondarily as factory, selling or 
administrative. They are all a part of the 
“nut’’ that provides the facility to do 
something (make and sell) and should 
be expensed in the period in which they 
are incurred. 

Then, there are the other costs that 
result from the activity of making and 
selling. They are the “variable” costs and 
those that arise from production activity 
should be charged to product cost and de- 
ferred (inventoried) until the time that 
the sale is made when they then will be 
expensed. Those variable costs that arise 
from selling activities should also be 
charged to product, but only at the time 
of the sale. 

I feel that if we had it to do over again, 
most of us would adopt this broadened 
concept from the beginning as being more 
helpful, logical, and understandable. I am 
inclined to agree with Marple (Account- 
ing Review, Vol. 29) who regards direct 
costing as the next forward step in the 
evolutionary development of costing and 
that, given time, “it will become the con- 
ventional method of cost accounting.” 


J. H. SCHLOSSER 
Manager, Accounting 

Systems and Procedures 
Smith-Douglass Company, Inc. 
Norfolk, Virginia 


Answering Mr. Schlosser’s letter for- 
warded to Professor Patrick by the editors, 
he has this to say: 

Mr. Schlosser’s letter raises several con- 
structive questions which need thorough 
discussion. He properly focuses on the 
critical difference between direct costing 
and absorption costing, i.e., the matter of 
inventory valuation. His letter makes four 
principal points: (1) Certain administra- 
tive costs are incurred because of produc- 
tion activities, (2) administrative and 
selling costs are not usually charged to 

(Continued on page 264) 





DO YOU AGREE or do you disagree with an article in this month’s issue? Your 
fellow readers will be interested. Naturally, letters to the editor must bear the 
writer's signature and address; these will be withheld on request. The Editors 
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PAUL HAASE, Editor 


BENJAMIN R. MAKELA 
Associate Editor 


THOMAS J. FARRIS 
Publication Manager 


CEIL SMITH THAYER 
Assistant Editor 


PEGGY COURTNEY 
Publications Associate 
e 
JOHN A. MURPHY 
Advertising Manager 


Editorial material in THE CONTROLLER js 


selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 


1. To establish, coordinate and admin. 
ister, aS an integral part of management, 
an adequate plan for the control of opera- 
tions. Such a plan would provide, to the 
extent required in the business, profit plan- 
ning, programs for capital investing and 
for financing, sales forecasts, expense budg- 
ets and cost standards, together with the 
necessary procedures to effectuate the plan. 


2. To compare performance with operat- 
ing plans and standards, and to report and 
interpret the results of operations to ull 
levels of management and to the owners of 
the business. This function includes the 
formulation and administration of account- 
ing policy and the compilation of statistt- 
cal records and special reports as required. 


3. To consult with all segments of man- 
agement responsible for policy or action 
concerning any phase of the operation of 
the business as it relates to the attainment 
of objectives and the effectiveness of pot- 
icies, organization structure and procedures. 


4. To administer tax policies and pro- 
cedures. 


5. To supervise or coordinate the prepa- 
ration of reports to governmental agenctes. 


6. To assure fiscal protection for the as- 
sets of the business through adequate in- 
ternal control and proper insurance cover- 
age. 


7. To continuously appraise economic 
and social forces, and government influ- 
ences, and interpret their effect upon the 
business. 


< ° 
QD: MPA 
“9 Se 
Surat mi ita: 
Member Member 


Audit Bureau 
of Circulation 


Magazine Publishers 
Association, Inc. 
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This tape 1s 

the difference 
between simple 
addition and 
automation 





This is the Friden Add-Punch®, Model ACPT. Like a standard adding 
machine, it produces a conventional printed tape. But unlike a standard 
adding machine, it also records complete or selected data in a punched 
paper tape. Because it does, automated record keeping can be started at 
the adding machine level —at the source. 

With the Add-Punch and the punched paper tape it produces, any size 
company can get the full benefits of automation. The large firm will save 
by using the tape for automatic conversion to punched cards (no key 
punching or verifying is necessary), or for direct input to computers. 
The small firm without processing equipment can call upon a service 
bureau to process the tape and to prepare the desired reports at low cost. 
The Add-Punch can handle an exceptionally wide variety of accounting 
‘and statistical jobs— everything from the entry of basic information at 
its source to the general ledger. 

Your Friden Systems Man will be glad to explain how the ACPT can 
save you money. Call him. Or write: Friden, Inc., San Leandro, Calif. 


THIS IS PRACTIMATION: automation so hand-in-hand with 
practicality there can be no other word for it. © 1961, FRIDEN, INC. 


| de 
Sales, Service and Instruction Throughout the World I] ia] | 


product; (3) certain administrative and 
selling costs should be charged to product 
if fixed factory costs are so charged, and 
(4) only variable manufacturing costs 
should be deferred in inventory. My tea. 
sons, although briefly stated, for charging 
some fixed manufacturing costs to product 
will be found in the article to which Mr 
Schlosser refers; consequently, my one 
ments here will be confined to points 
1, 2, and 3 above. 

The general theory regarding inven- 
toriable costs as set forth in Accounting 
Research Bulletin #43 of the American 
Institute of Certified Public Accountants 
has long been held by the accounting 
profession. It is as follows: 


The major objective in assigning costs 
to inventory is the matching of appropriate 
costs against revenues in order to determine 
properly realized net income. Costs assigned 
to inventories, broadly conceived, include 
all applicable expenditures and charges di- 
rectly or indirectly incurred in bringing an 
article to its existing condition and location. 


Under this view, general and adminis- 
trative costs which are clearly related to 
production should be charged to product. 
Promotion and order-getting costs which 
are expected to benefit future periods 
should be deferred as assets, but not as 
product costs, because they are not asso- 
ciated with producing goods. Selling ex- 
penses incurred at the point of revenue 
recognition should be charged against 
revenue in the period in which they are 
incurred. 

It is true then that less than full costs 
are usually assigned to inventories. But 
the reason why certain administrative and 
selling costs are not usually deferred is 
because of the impracticability, if not the 
impossibility, of reasonably apportioning 
these costs between inventories and cur- 
rent revenue charges. An unusually clear 
treatment of the problem of inventory 
valuation will be found in Professor 
W. A. Paton’s Asset Accounting, Chapter 
3, particularly pp. 54-58, for those who 
wish to read further on the subject of 
what costs should be inventoried. 

The fact that several quite different in- 
ventory valuation methods have become 
“generally accepted” is disturbing to many 
accountants, including myself. If some 
useful purpose would be served by de- 
ferring in inventory certain costs which in 
theory are proper product charges but 
which are not usually charged to product 
because of difficulty of assignment, we 
should strive to develop techniques and 
methods for treating these costs properly. 
The existence of a variety of inventory 
practices is in and of itself poor justifica- 
tion for adding another one to the list. 
A. W. PATRICK 
Visiting Professor 

of Accounting 
University of Virginia 
Charlottesville, Virginia 
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THE CONTROLLER’S RESPONSIBILITY FOR 





IN YOUR COMPANY'S FUTURE you can 
be sure of nothing but an endless array of 
problems. An increased awareness of this 
fact and the increasing dimensions of the 
problems themselves have induced man- 
agement to recognize planning as a major 
corporate function. 

Essential to good planning is forecast- 
ing—forecasting the economy, industry 
volume, company sales, markets, prices, 
costs—for the short term or over an ex- 
tended period, or both. Assisted by such 
guidelines, the vital financial projections 
ultimately emerge, together with their 
supporting schedules, as the basis for a 
handful of key decisions and a host of im- 
plementing ones. Without adequate fore- 
asting these decisions can go woefully 
astray. 

In a well-designed planning operation 
the controller really should play the 
central role. Because of his administration 
of the paperwork systems and procedures 
of the corporation and of its financial and 
telated records and their processing, he is 
the logical focal point for specifying the 
input of planning materials and coordi- 
tating and controlling their form and 
ming, in order to achieve the desired 
end result—a comprehensive, integrated, 
documented blueprint of the anticipated 
luture of the business. 

The usefulness of this blueprint to top 
management can be impaired by insufh- 
“lent time and thought in its preparation, 
or by limitations in the existing structure 


Forecasting 


James Dowd 


Is he discharging it actively and creatively, recognizing that 


it is an art as well as a technique? 


of the accounting system. But its major 
weakness is usually to be found in the 
forecasting. Of all the activities involved 
in planning, forecasting is perhaps the 
most difficult for the controller to grasp. 

Yet he must grasp it and master it. He 
must acquire a knowledge of the charac- 
teristics of a sound forecasting operation, 
an appreciation of the problems and limi- 
tations inherent in forecasting, and an 
awareness of what he himself can contrib- 
ute to improve the quality of forecasting. 

To clarify terminology at the outset, 
““forecast’’ as used here refers to an esti- 
mate or projection of sales, unless other- 
wise specified. ‘Sales forecast’’ is synony- 
mous with “sales budget.” “Sales quota” 
means a sales objective, usually stated as a 
minimum goal for the sales force, which 
may or may not be the equivalent of “‘sales 
budget” or “‘sales forecast.’’ ““Long-range”’ 
forecasts are beyond 18 months; “short- 
range” forecasts are for 18 months or less. 
Since meanings vary from company to 
company (and often from person to per- 
son in the same company), the wise con- 
troller provides definitions in his budget 
documents. 


HALLMARKS OF 
A SOUND FORECASTING OPERATION 


There are three aspects of the forecast- 
ing operation which the controller should 
question: Who prepares the forecasts? 
How are the forecasts prepared? How are 
they used? 








Forecasts emanate from a variety of 
sources. The salesman or his district man- 
ager is involved in the preparation of 
what is usually called the “field sales 
forecast.’” Sometimes the general sales 
manager or the product managers at sales 
headquarters prepare forecasts. 

In a growing number of companies the 
market research department is responsible. 
Finally an economist or an economics de- 
partment can be the source of sales fore- 
casts. Sometimes all these people can be 
involved. In decentralized, multidivision 
companies especially, the number of per- 
sonnel or departments involved in fore- 
casting can be numerous. 

In addition, the organizational position 
of the forecaster can vary. Economists may 
report to the president, the financial vice 
president, or the manager of market re- 
search. The manager of market research 
may report to the president, although usu- 
ally he reports to a line or staff executive 
in the marketing organization. 

The controller should ask himself: 

Is the organizational location of the 
forecasting responsibility logical? 

Does it appear to work well, personali- 
ties and functions considered ? 

There are no pat answers, since com- 
panies vary considerably in organization 
and method of operation. However, if the 
major responsibility is ‘buried’ far down 
the line or is so dispersed that no one 
person or department has—or exercises— 
responsibility, then there is a strong like- 


JUNE 1961 





267 








lihood of weakness in the forecasting op- 
eration. 

Having located the man or depart- 
ment doing the forecasting, the controller 
should ask: 

What duties does the man (depart- 
ment) perform in addition to forecast- 
mgr 

Are these duties logically related ? 

Do they take too much time away from 
the forecasting activity? 

If he finds that the basic forecasting 
work is done, for example, by Inventory 
Control, the controller has reason to be 
suspicious. 

The controller should next ascertain, as 
tactfully as possible: 

What is the forecaster’s education and 
experience? 

In what professional activities is he 
engaged ? 

How does he keep himself informed ? 

A sales-analysis clerk with no more 
than a high-school education and a ream 
of company sales tabulations for his in- 
formation would not appear to be in a 
position to do a good forecasting job. The 
controller would find it much more re- 
assuring to encounter a college graduate 
with an economics or marketing or busi- 
ness administration major, who belongs 
to some national professional group (Na- 
tional Association of Business Economists 
or American Marketing Association for 
example) and perhaps a local or regional 
professional group; who has contacts with 
his opposite numbers in other companies ; 
and who reads government and industry 
publications in his field. A word of cau- 
tion, however. The controller should form 
his judgments on the basis of the prac- 
ticality of the man, not on his degrees. A 
good test is: 

Can I learn something broad-gauge 
about the business from this man? 

Having assured—or concerned—him- 
self about the person who is doing the 





forecasting, the controller should next in- 
quire into the ways in which the sales 
forecast is prepared. After all, the sales 
forecast is the normal starting point for 
the other departments of the company in 
preparing expense budgets, and a poorly 
constructed sales forecast scarcely justifies 
the considerable expenditure of time and 
effort of other departments in budgeting 
their costs in line with it. 

How sound is the forecast? 

Few are the companies nowadays whose 
president or sales vice president produces 
the figures either casually or by fiat. Meth- 
ods of preparation can be simple or elabo- 
rate, and the controller should not be de- 
ceived by the volume of paper which adds 
up to “our sales for next year.’’ Not in- 
frequently this figure is specific to the 
last dollar—a pretense to exactness which 
should alert the controller to the possibil- 
ity that sheer quantity of detail has been 
substituted (at considerable expense) for 
quality of forecasting. 

While anyone can tell how sound a 
forecast is after the fact, before the fact 
only the soundness of the forecasting 
operation can be appraised. So the pri- 
mary questions here are: 

Has the sales forecast been prepared 
with reference to explicit anticipations in 
the general economy, in the industry of 
which the company is a part, and in the 
markets to which the company sells? 

And if so, how were these anticipations 
arrived at? 

Frequently the ostrich approach is used. 
Company sales are forecast by reference 
only to past sales (“plot the dots and ex- 
tend the line”) or perhaps with modifica- 
tions based on “‘the feel from the field.”’ 
What general business conditions are 
likely to be, or what the industry is likely 
to sell, or how the company’s markets are 
going to fare—these factors are somehow 
lost sight of. But no company exists in a 
vacuum; a forecast prepared in a vacuum 
is not only subject to error, it also makes 








RELATED READING 
A work of reference which may be useful to forecasters is 
the volume The U. S. Industrial Outlook for 1961, recently 
published by the Business and Defense Services Administra- 
tion of the Department of Commerce. Obtainable from the 
Superintendent of Documents, U. S$. Government Printing 
Office, Washington 25, D. C., at $1.75 per copy, the work 


gives ‘Prospects for 1961,” 


a ‘Review of 1960,” “Back- 


ground Data,” and “Statistics” for 91 selected industries in 
such fields as chemicals and allied products, communica- 
tions, construction-building materials, consumer products 
and services, containers and packaging, forest products, 
machinery and equipment, and metals and minerals. 
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the fundamental blunder of failing to te. 
late the sales behavior of the company to 
the business opportunities in the marke 
place. Such correlations are invaluable 
Many sales forecasts have shown dollar 
increases but have failed to reveal that 
the percentage of growth is behind that of 
competition. Without this perspective top 
management can easily be lulled into , 
false sense of accomplishment. 

Therefore, the controller should expect 
to find in a well-prepared forecast some 
specific information on the outlook for 
the general economy: gross national prod- 
uct, industrial production, personal in. 
come, retail sales, employment, capital 
expenditures, corporate profits, or similar 
measures of broad economic activity which 
are pertinent to the company’s products 
or services. Based on these should be some 
projections for the industry of which the 
company is a part. From total anticipated 
sales of the industry, the company’s share 
of the market (determined from past 
levels or trends) will yield one type of 
sales forecast for the company. 

In a good forecasting operation addi- 
tional approaches will be used to provide 
further “fixes” on the future—for ex. 
ample, forecasting the company’s sales to 
each of its market segments (based on its 
past sales performance and trend by 
market segment, and on the expected 
prosperity of the market segments as de. 
rived from the general economic out- 
look). 

Finally, the practical forecaster will 
most certainly acquaint himself with the 
latest marketing-management _ thinking 
and planning regarding sales objectives; 
training and manpower; new, modified or 
discontinued products; pricing and dis- 
counts; distribution channels and policy; 
and advertising and promotional pro- 
grams. Significant changes in one or more 
of these elements can materially influence 
future sales. 

These types of forecasting are invaria- 
bly performed by an economics or market 
research staff at the company’s head- 
quarters. Sometimes a more detailed field 
sales forecast will be developed, in prep- 
aration for which it is normal for the 
headquarters staff to furnish the field with 
a statement of expected general business 
or industry or market conditions as 4 
guide. The annual budget cycle is the 
usual occasion for this type of forecasting 
activity. 

This field sales forecast can be a useful 
document for planning, provided it 1s 
taken seriously by field sales management, 
enough time is devoted to its preparation, 
and a thorough review is made at head- 
quarters. However, the controller should 
recognize the basic optimism of the sales 
organization, its tendency to dislike papet- 
work, and some district managers’ habit 
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of forecasting conservatively in order to 
“look good” on the sales report. (This 
technique is subject to considerable te- 
fnement, as with the district manager who 
forecasts low, but with a rising trend, for 
the first three quarters, and is a little on 
the high side in the fourth quarter. On a 
cumulative basis the manager is ahead 
month after month, and yet he winds up 
at year-end with no more error than his 
less adroit colleagues. ) 

Where the field sales forecast is used, 
the vital question for the controller is: 

Is the field sales force setting its own 
oals, or is headquarters setting the goals 
for the field? 

If the goals have been set by the sales 
force, there is a very human tendency to 
make life more pleasant by aiming at a 
less demanding (or “‘safer’’) level of per- 
formance. Only a vigorous and intelligent 
headquarters review of field sales fore- 
casts (supplemented where possible by 
comparison with industry and _ share-of- 
market forecasts from market research) 
will correct this weakness. Fundamentally, 
field sales people tend to regard their 
forecasts as self-imposed quotas, par- 
ticularly if the general sales manager 
criticizes the selling performance rather 
than the forecast when sales are under 
budget. 

Sales quotas present a different sort of 
problem, particularly if the quotas are 
part of the sales compensation plan. 
Quotas are determined by sales manage- 
ment, by a variety of methods. The quota 
may be set at, say, 80 per cent of the aver- 
age salesman’s anticipated performance, 
or at 100 per cent, or even higher. With- 
out good market research, quotas may 
well be unrealistic. They may be merely 
a compensation-plan device. So the con- 
troller must ask: 

What are management's objectives in 
employing quotas, and on what basis are 
they set? 

The answers to these questions are par- 
ticularly important in companies which 
do not utilize other ways of arriving at 
an estimate of sales. 


TECHNICAL CONSIDERATIONS 


In addition to the how’s previously dis- 
cussed, certain technical matters deserve 
the controller's attention. One is whether 
there is unrealistic detail in the forecast: 

Has good judgment been used in speci- 
fying the amount of product and geo- 
graphic and customer-class and other 
breakdowns ? 

A serviceable rule to follow is this. No 
figure should be forecasted which is not 
thoughtfully considered at the time of the 
forecast, during the top-management re- 
view of the forecast prior to approval, and 
each time the budget report is issued. 
Granted that senior management needs 
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to be spared details which may be useful 
to lower echelons in the company, all too 
frequently inventory control or produc- 
tion scheduling (or even the controller's 
own cost section) has slipped in a re- 
quirement for additional detail which in 
its preparation is onerous to the marketing 
organization and helps create overtime 
expense—and which turns out to be a 
poor forecast anyhow. Excessive detail 
generates an unfavorable attitude towards 
forecasting and budgeting (‘‘We’'re play- 
ing a numbers game”) which in turn 
undermines faith in the entire planning 
process. This state of affairs the controller 
must avoid at all costs. 

Sometimes, too, a nicely detailed fore- 
cast turns out upon examination to consist 
of forecasts of only a few major subtotals 
and the application of prior years’ prod- 
uct-sales patterns to derive the break- 
downs. There is a fine line which the con- 
troller must draw, and it will vary from 
company to company: 

How detailed should the forecast be? 

There is a point of diminishing re- 
turns in the accuracy and expense of fore- 
casting, and it is rather rapidly reached, 
although the use of a computer can eco- 
nomically provide more data. 

How many figures can management 
digest? 

Certainly the careful forecasting of the 
major series of sales figures, with support- 
ing data derived by applying past patterns 
in order to satisfy the specialized needs 
of certain departments, is to be preferred 
to the inevitably less competent forecast- 
ing of all the detail. Where necessary, the 
opinions of product managers and other 


knowledgeable persons can and should be 
used to modify the mechanical application 
of the previous year’s patterns. 

In this connection, the controller should 
properly be concerned over the tendency, 
especially where data-processing equip- 
ment is available, to so mechanize the 
budgeting process that creative thinking 
is stifled (‘‘Let’s cut down the reviews; 
they're interfering with our schedules’) 
and the whole organization goose-steps in 
a punched-card parade to the rhythm of 
the tabulator. It takes a perceptive con- 
troller to recognize the insidious effects 
of a budgetary system which influences 
managers in the direction of bookkeeping 
rather than planning. 

Another technical matter of some im- 
portance is the problem of seasonal ad- 
justment. It is common practice to require 
that sales forecasts be prepared on a 
quarterly basis. Typically, forecasted sales 
figures are allocated to individual months 
in the controller's department, using the 
number of billing or shipping days as the 
determinant. Since this may or may not 
create unnecessary distortions, the con- 
troller must ask: 

How significant are the seasonal factors 
apart from the number of working days 
in the months? 

If an analysis of the daily average sales 
for each month over the past five years 
reveals, for instance, that July's daily 
average is 15 per cent below, and Septem- 
ber’s is 15 per cent above, the daily aver- 
age for the third quarter, then these 
additional adjustments should be made. 
Companies with economists or market re- 
search personnel can obtain a more so- 
phisticated and accurate treatment of the 
seasonal problem. 

A third technical matter relates to the 
time schedule for the forecasting. Again 
practice differs. In one company—and this 
is not unique—an economics department 
is compelled to forecast 1962’s economy 
by June of 1961 (actually an 18-month 
forecast!) because top management needs 
a copious allotment of time for ruminat- 
ing over it, and the field needs time to 
digest it before doing their forecasting, 
and so does the tabulating section and the 
budget section and the management re- 
view committee and so on. There is a 
remarkable looseness in this procedure. 
The basic economic forecast is undoubt- 
edly less accurate,* and the leisurely pace 
of forecasting operation signifies to its 
participants that it is not a high priority 
project and therefore not too important. 

The controller ought therefore to ask: 

Can the forecasting schedule be im- 
proved ? (Continued on page 270) 





* One study shows that the deviations from 
actual of the 12- and 18-month forecasts are 
respectively two and three times the deviations 
of six-month forecasts. 
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A sense of urgency and responsibility, 
and more accuracy as well, can be gen- 
erated by a judicious tautness in the dead- 
lines. Of course, the reverse of this is 
even more serious: too little time or too 
much detail for the time allowed. Usu- 
ally the field or the market research people 
are the ones who are squeezed the most, 
with forecasts of dubious quality as the 
consequence. The situation can be critical 
in the company which has only recently 
installed a budgetary system, because addt- 
tional time is required throughout the 
cycle just for learning the routines. 

The over-all schedule should be timed 
so that forecasts of the general economy, 
industry and markets precede—and fore- 
casts of company sales parallel or follow 
—considerations of market objectives and 
selling plans. All forecasts should pre- 
cede financial, production, purchasing, 
and nonsales personnel planning activities. 

One final point on the method of fore- 
casting. The value of the annual forecast- 
ing cycle can be enhanced if it is backed 
up by a longer-range forecast, say for five 
years. The longer-range forecast, whether 
of the economy or the industry's volume 
of the company’s sales or markets, pro- 
vides a helpful perspective for the shorter- 
range forecast. Underlying growth trends 
and the swings of the business cycle are 
more readily visualized, so that judgments 
regarding the near term can be sharpened. 
Furthermore, the longer-range forecast 
may have significant implications (such 
as plant capacity, warehouse location, size 
of sales force). The thoughtful controller 
will wonder: 

How far ahead should we be forecast- 
ing? 

What are our needs for longer-range 
operating and cash flow statements, capital 
bud gets, and balance sheets? 
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INSECTICIDES FOR 
ALL GARDEN PESTS 








Having considered the who and the 
how of forecast preparation, the controller 
has laid a solid foundation for the third 
stage—examining the extent to which the 
forecasts are integrated into the company’s 
operations. After all, no matter how good 
the forecasts, the payoff lies in putting 
them to use in every department of the 
company. 

To start with, the controller should 
find out: 

Are all individuals who are charged 
with decision-making, planning, or super- 
visory cost-control responsibilities on the 
distribution list for sales forecasts and re- 
lated budgetary documents? 

Sometimes the list is quite restricted, as 
the result of an arbitrary or misguided 
decision at the top. This leads to bootleg 
distribution, which is erratic, or to rumor, 
which is distorted. In any event a barrier 
exists against full and proper utilization 
of forecasts which the controller should 
remove. 

Next, the controller must ascertain: 

Are the forecasts being used intelli- 
gently? 

The controller is uniquely qualified to 
undertake an educational program within 
the company to ensure a more competent 
preparation of budgets than the copying 
down of last year’s expenses. To show a 
department head how his items of expense 
have varied in relation to sales in prior 
years is not only a communication of 
facts; it conveys the idea that forecasting 
and budgeting and planning are important 
activities in the eyes of top management 
and are to be taken seriously. 

Intelligent use of a sales forecast in the 
budgeting process requires more than 
solitary cogitation by the department head. 
Functional interrelationships call for coor- 
dination between departments, so that 
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“Would you happen to have something that 
will rid our garden of the neighbors’ kids?” 
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purchasing, receiving and production cop. 
trol, for example, are together in their 
thinking on lead times for changes in ray 
material movements to meet changes in 
the level of sales activity as indicated by 
the forecast. To be able to sponsor effec. 
tive budget coordination between depatt- 
ments, the controller first has to under. 
stand the interlocking ramifications of his 
company’s _ procurement-production-stor. 
age-shipment-billing cycle in order to 
identify which executives have what com. 
mon or related planning problems. Then 
he must make certain that these people do 
get together—if necessary, by scheduling 
coordinating meetings in the budget time. 
table. 

A further characteristic of importance 
in a sound forecasting operation is the 
provision for revision. The controller must 
discern: 

What happens when the forecast has to 
be changed? 

How much improvisation goes on? 

Since forecasts are usually for a full year 
ahead, substantial deviations even in the 
best of forecasts are liable to crop up, if 
not in the over-all total then surely in 
some product or district component of 
the forecast. When these deviations are 
cumulative and there is no definite time- 
table for revision, top management hesi- 
tates from month to month, over whether 
or not to initiate an emergency forecast 
and budget cycle. Under these circum- 
stances, if a revision is decided upon, it 
may be on a hasty and abbreviated basis 
so that the quality of planning suffers. 
And if a revision is too long deferred, 
there is a distinct probability that “pri- 
vate” forecasts will sprout up like weeds 
in various departments. This 1s the sort of 
atmosphere which promotes independent 
decisions, unannounced and_ uncoordi- 
nated, and the forecasting and budgeting 
system degenerates as a result. Without 
question, a scheduled, periodic opportu- 
nity to submit changes in estimates—say, 
semiannually—is essential to an orderly 
budgeting operation. All forecasts need 
fire escapes. 

Finally, there is the need for post-mor- 
tems. Any controller interested in im- 
proving the entire planning process should 
be sure that an affirmative answer can be 
given to the question: 

Are significant deviations between fore- 
casts and actuals appraised and explained 
as a standard procedure? 

In the field forecast, for instance, dis- 
trict managers should be taught to clarity 
a gap existing between forecast and ac- 
tual in terms more specific than “we were 
too optimistic” or “sales were off.” 

W hy the optimism originally? 

Why are sales off ? 

Some analysis of customer or compett- 
tive behavior is obviously in order. 

(Continued on page 272) 
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A DIFFERENCE OF OPINION 


Detroit Edison’s vice president and controller, Eldred H. 
Scott, was quoted in a 1960 year-end issue of Newsweek 
as saying, apropos of the labor outlook for 1961: “It is 
not an election year, there are large numbers of unemployed, 
profits are down, and there’s the fear of foreign competi- 
tion. Because industry will stand up [to labor}, it will not 


be a tough bargaining year.” 


But, in the same article, Southern Bell Telephone & 
Telegraph’s president, Ben S. Gilmer, was predicting just 


the opposite. 


“Who will be proved right?” asked the maga- 


zine. “Possibly both,’ it concluded—in that labor may 
“bargain hard,” but it will probably “settle without lengthy 


or crippling strikes.” 


Similarly, the post-mortem of a sales 
forecast prepared by market research 
should indicate where discrepancies arose 
in the general economy or industry out- 
looks and how these related to the devia- 
tions in the sales projections. A steel 
strike, a Korea, or a cutback in defense 
expenditures represents an imponderable 
in any forecast. But the effect of these 
events on company sales—after the fact— 
deserves specific evaluation. Likewise, the 
optimism or pessism or miscalculation in 
the timing of a business turning point 
should be measured, not buried and for- 
gotten. The post-mortem makes for sadder 
but wiser men. One precaution should be 
observed, however. Exhumations which 
are too frequent, or which deal with un- 
substantial differences, burden rather than 
enlighten management. 


LIMITATIONS AND PROBLEMS 
IN FORECASTING 

Over and above a familiarity with the 
characteristics of a sound forecasting op- 
eration, the controller needs to acquire 
some sophistication regarding limitations 
and problems in forecasting. It is easy to 
be skeptical, and tempting to be critical, 
when contemplating someone else's ef- 
fort to estimate the future. 

There are two problem areas: The tech- 
nical one of statistical information and 
the way it has been developed, and the 
human one of people who use forecasts. 
No group of executives has more trouble 
in both these areas than controllers. (On 
the other hand, controllers themselves are 
doubtless aware that others on the man- 
agement team also suffer from misconcep- 
tions regarding forecasting. ) 

The controller has, of course, the spe- 
cial disadvantage of being expected to 


deal with exactness and certainty, ‘‘to the 
penny.” Even the engineer has his tol- 
erances, and his familiarity with probabil- 
ity in quality control allows him to expect 
the occasional “lemon.” Not so the con- 
troller, whose figures must add and bal- 
ance, check and double check. If they are 
not right, they are wrong—and no middle 
ground exists. 

Thus, it is not easy for controllers to 
adopt another set of standards in dealing 
with forecasts. In the language of the con- 
troller, the situation may be described as 
follows: No forecast is right, all forecasts 
are wrong, and the one which coincides 
with the actual figure is accidental. The 
problem then is not to be right but to be 
consistently wrong—to stay within two 
per cent or five per cent (or whatever is 
an acceptable tolerance for effective man- 
agement in each function of the com- 
pany) of the actual as much of the. time 
as possible. 

Actually, this is no different, in princi- 
ple, from the engineer's specification, 
which permits a deviation within a certain 
range of values, and which takes place 
under the probabilities of a quality-con- 
trol inspection system which guarantees 
that this range will not be exceeded an 
acceptable percentage of the time. This is 
the basic nature of forecasting, as it is of 
manufacturing, or gunnery, or bidding at 
bridge. It is hoped, of course, that the 
forecast deviations will be smaller and 
smaller more often with the passage of 
time—that the forecasters will be doing a 
better job of getting the “range’’ and of 
hitting the target more often—and occa- 
sionally scoring a bull’s-eye in the proc- 
ess. Given this attitude toward forecasting, 
the resulting atmosphere will foster more 
constructive efforts towards improving the 
accuracy of the forecasts. 


A part of the problem of misunder. 
standing stems from language. On the 
one hand, the economist appears technical 
obscure, evasive. On the other, the con. 
troller is liable to be unfamiliar with the 
jargon of “GNP,” “discretionary income.” 
“final demand,” and the like. He is cer. 
tainly not going to be familiar with the 
concepts and methods of deriving these 
broad economic measures. 

Economics, like accounting, has its own 
terminology, and the controller who ex. 
pects “to continuously appraise economic 
and social forces, and government influ. 
ences, and interpret their effect upon the 
business” * or at least to comprehend the 
appraisals and interpretations of the com. 
pany’s economist—should acquire a work. 
ing acquaintance with the language of 
economics. 

But there is a difference between the 
technical and the obscure, and there is no 
excuse in business reports for complicated 
or long-winded dissertations. Management 
expects all communications to be clear in 
meaning, readable in expression, and as 
concise as the subject permits. The pre- 
dilection of some economists for abstruse- 
ness not only prevents effective communi- 
cation on the subject of forecasting with 
controllers and other executives, it also 
denigrates this essential ingredient of the 
planning process. In the business world 
this sort of economist is ineffective, and 
the appropriateness of his employment 
may be legitimately questioned. 

Evasiveness is a more subtle matter. A 
market researcher who qualifies his fore- 
cast—indicating limitations, avoiding pos- 
itiveness—is being honest. He is simply 
attempting to communicate an under- 
standing of the hazards of forecasting. To 
the impatient controller, this seems mere 
quibbling (‘‘A figure is a figure—why 
hedge?’”’). A more tolerant and enlight- 
ened attitude will go a long way towards 
relieving this misunderstanding. 

Of course, there is a type of evasiveness 
which springs from incompetence or the 
fear of making a mistake and appearing 
ridiculous in the eyes of management. 
If incompetence is the mainspring, the 
sooner this evasiveness is exposed for 
what it is, the better. If the trouble is 
fear, it is only fair to inquire into the pre- 
vailing management attitudes, which in 
their hostility may be inducing this de- 
fensiveness. Then too, it has long been 
fashionable among a goodly number of 
economists to deal in generalities and 
principles, and to avoid specifics. It is up 
to management to indicate what it wants 
in the way of appraisals of the business 
outlook, whether gobbledegook or guts. 

But the worst kind of misunderstanding 


stems from a failure to appreciate the dif- 


* CIA Concept of Modern Controllership 
(see p. 262). 
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culties of forecasting. Too often the 
comment is heard: “Anybody can make a 
forecast.” Unfortunately, this is not true, 
any more than anyone can wield a scalpel 
guillfully. 

Since the difficulties of forecasting are 
underestimated by those who are least 
fmiliar with it, and since this attitude is 
« prominent a source of misunderstand- 
ing, the subject warrants a reconnaissance 
of three areas of forecasting: The general 
economic outlook, the industry-company- 
market forecasts, and the new-product 
forecast. 

What makes forecasting difficult? 

First of all, much government data 
(needed for the economic or industry or 
market outlook) consist of estimates. 
Many of these estimates are obtained from 
sampling (this is less costly, more timely ) 
and sampling always involves approxima- 
tion. To build a sample properly requires 
a bench mark, a census of some sort. But 
the censuses themselves are not entirely 
accurate. To cite one very fundamental 
example, the Bureau of the Census estz- 
mates(!) that the 1950 nose count of the 
population was off by 1.4 per cent—in 
other words, that 2 million people were 
missed. This is quite a sizable market 
for anyone selling to consumers. Further- 
more, this error is not evenly distributed. 
It runs from 0.8 per cent in the Northeast 
to 1.8 per cent in the South. It is higher 
in rural areas, lower in cities. If your 
product or service is for the younger ele- 
ment in the population, such as clothing 
or toys for children under 10, then the 
1950 error as estimated by the Bureau of 
the Census is 4.3 per cent, or 1 million chil- 
dren. If you sell to the preschool crowd, 
under five years, the error is estimated at 
4.8 per cent; 10 years earlier, in 1940, 
the corresponding error was estimated to 
be 7.6 per cent. So you cannot even count 
on a constant error. There are definite 
reasons for this state of affairs, and if 
your company is concerned specifically 
with numbers of people, your economist 
or market researcher can enlighten you. Or 
to take another example: Within the past 
10 years, two revisions have been made in 
the Federal Reserve Index of Industrial 
Production, representing changes in the 
composition as well as in the base year of 
the index. 

_ So incompleteness of data and changes 
in the series add to the forecaster’s trou- 
bles. His awareness of these and other 
problems prompts him to caution in using 
and projecting government and trade fig- 
ures. He knows that upon close examina- 
tion, statistics are often not what they 
seem to be. In fact, he may have to con- 
tend with figures which are not collected 
and therefore do not exist, such as ‘“‘steel 


inventories,’ which are deduced from 
loosely related series. 

The major problem in estimating the 
general economic outlook, however, is the 
role of the Federal Government, whose 
$80 billion budgets have such a material 
impact upon jobs, industries, and regions. 
Some items in the budget are relatively 
stable, and some—notably construction 
programs and money for military hard- 
ware—are dynamic. Furthermore, these 
budgets are evolved and revised in the 
light of political, social, economic and 
international forces. The most the fore- 
caster can do is to assume (not forecast) 
a state of domestic and world affairs as 
the basis for statements regarding GNP, 
FRB, and other measures of economic ac- 
tivity. He will assume, for instance, no 
Korea-type war or no prolonged strikes 
in major industries when preparing his 
forecast. 

Granted that his few and broad as- 
sumptions usually prove to be correct, he 
still has to assess, amid a wealth of statis- 
tics of varying reliability, what some rele- 
vant figures seem to be portending. He 
has to finesse the possibilities of govern- 
ment policy changes in matters of credit, 
for example, and he has to judge lead 
times on new construction and procure- 
ment programs, in order to reach some 
general conclusions regarding the future 
course of the nation’s economy—up, down 
or sideways, and for how long. 


CASE HISTORY IN FORECASTING 


Perhaps the most revealing way to dem- 
onstrate the difficulties of consistently and 
accurately predicting these up, down, and 
sideways movements in general business is 
to present the results of forecasts made by 
a group of business economists, most of 
them with well-known major corpora- 
tions. The record dates back for 15 years; 
thus there is an ample span for compar- 
ing forecasts with actual changes in the 
Federal Reserve Index of Industrial Pro- 
duction (FRB). In Exhibit I, the per 
cent by which the actual changed from the 
preceding year’s actual is shown by the 
circles. The stars represent the forecasts 
of percentage change from the preceding 
years actual. Thus, in 1947, the FRB 
moved up 10 per cent from 1946's levels. 
The pee of the forecasts (the middle 
forecast in the range of forecasts from 
high to low) anticipated a rise of 3.5 per 
cent. So the group—as a group—correctly 
forecast the Sead of indented production 
but underestimated the extent of the in- 
crease. 

As might be anticipated, the record 
shows that the consensus of quantitative 
opinion, even among seasoned forecasters, 
is by no means an exact and infallible 
guide to the future. In general, however, 
it has proved a useful guide. In only one 
instance was a major miscall made (1950) 
when business moved in an opposite di- 

(Continued on page 302) 


EXHIBIT | 


FEDERAL RESERVE INDEX OF INDUSTRIAL PRODUCTION 
Per cent of change—actual and forecast—from preceding year’s actual 
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© The emergence of long-term leasing as an important 
method of financing the acquisition of fixed assets has given 
rise to a considerable amount of controversy over the mer- 
its of this device. Much of this controversy has centered 
around the relative pros and cons of leasing and arguments 
have been advanced as to whether leasing is “good” or 
‘bad’ ¢ Abstract discussions of this sort have little prac- 
tical value, however. It makes no more sense to evaluate 
lease financing in terms of pros and cons than it would to 
apply such an approach to determine whether short-term 
bank borrowing or common stock financing are pet se good 
or bad © Like these more conventional forms, leasing is a 
perfectly valid financing alternative which has particular 
applications. The question of whether or not it should be 
used cannot be decided in the abstract; it must be deter- 
mined for each particular situation in comparison with the 
various other financing alternatives which are available 
Certainly the financial executive who is confronted from 
time to time with the question of whether or not to use the 
lease as a financing device will be more interested in the 
practical considerations involved in reaching those deci- 
sions than in an academic discussion of pros and cons © This 
article will attempt to provide an over-all framework for 
making such decisions. First the nature of lease financing 
will be examined in an effort to put it in its proper per- 
spective among the more traditional forms of financing. 
Then an approach to evaluating the advisability of lease fi- 


nancing in particular situations will be suggested. 


A fair-minded, but frankly skeptical, appraisal of some of 
the advantages often cited for leasing capital assets . . . 


LEASE FINANCING has experienced a tre- 
mendous growth during the postwar pe- 
riod, not only in terms of volume but also 
in the diversity of the applications to 
which the technique of leasing has been 
adapted. Beginning with the sale-and- 
leaseback of real estate, we have more 
recently witnessed the emergence of 
equipment leasing on a large scale, giving 
impetus to the formation of a great num- 
ber of specialized leasing companies, It 
seems safe to say that it is now possible 


. for a company of sufficient credit standing 


to lease literally any type of capital asset 
it may require. 

In fact, there recently appeared an an- 
nouncement by one company of what it 
called ‘“‘a new milestone in American busi- 
ness finance.” This turned out to be a pro- 
gram under which qualified applicants can 
lease money. The announcement pointed 
out that the major advantage which this 
program offered over equipment leasing 
was that the lessee was not restricted to a 
specific piece of equipment. He could use 
the leased capital to purchase any item of 
equipment he wanted, or he could invest 
it in inventory or receivables. 


Now, few readers will see anything 
“new” in this proposition. Most will have 
been engaged in this same practice for a 
long time, but under a different name. 

This merely emphasizes the point made 
earlier—that there is very little that is dif- 
ferent or new about lease financing. It 
represents merely an adaptation of more 
conventional forms of financing. 

Before proceeding further, let us estab- 
lish a common understanding of the types 
of lease arrangements which this discus- 
sion will encompass. The term leasing 1s 
an extremely broad one which includes a 

"great number of transactions which are 
outside the scope of these remarks. The 
type of transactions which they will have 
reference to come under the heading of 
“lease financing,” since they involve the 
use of the lease as an alternative method 
of financing the acquisition of assets 
where ownership is another practicable 
alternative. 

\, This would exclude such things as the 
leasing of office space in metropolitan 
areas; the leasing of assets for a relatively 
short period to meet temporary needs; of 
the full-maintenance leasing of computers 
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and other office equipment where the 
manufacturer offers protection against ob- 
solescence under a lease arrangement. 

The first and most important considera- 
tion in the evaluation of lease financing is 
to decide what it is. In other words, where ~ 
it logically fits in the broad spectrum of 
fnancing alternatives. 

There seems to be a considerable dif- 
ference of opinion on this score. Some+ 

eople maintain that financial leases are a 
form of debt; others say that they are 
more like preferred stock; still others 
daim that they are a substitute for, and 
therefore are comparable to, common 
stock financing. There is still another 
school of thought which holds that leasing 
does not represent a form of capital at all, 
but instead offers an opportunity to avoid 
a capital investment by shifting it to some- 
one else. 

This is a very fundamental question 
which must be resolved in order to deter- 
mine the method of financing to which 
the cost of leasing should be compared: 

Should it be weighed against debt, pre- 

ferred stock, or common stock? 
Or, should it be treated in the same 
way as a ““make-or-buy” proposition and 
compared with the average return on in- 
vestment 7 

Let’s take common stock first. No lease 
has been known to provide that the 
amount and the payment of rent is to be 
solely within the discretion of the lessee’s 
board of directors, to be determined in the 
light of future earnings and the availabil- 
ity of cash. Yet, this is generally the ex- 
tent of a company’s obligation to pay 
common stock dividends. 

Preferred stock dividends are fixed in 
amount but their payment is left to the 
discretion of the board of directors. As a 
result, they can be, and have been, de- 
ferred over a period of years. The writer 
knows of no leases with similar provisions. 


FEATURES LIKE DEBT INSTRUMENTS 


But when lease obligations are com- v 
pared to debt instruments, certain striking 
similarities are apparent. Lease payments, 
are fixed obligations, just as are the inter- 
est and sinking fund requirements of a 
debt issue. As they become due they are 
legally enforceable claims, ranking equally 
with other liabilities. 

It is true that there may be a difference 
in the treatment. accorded a lease for real 
property if the lessee is in bankruptcy. In 
the event that the trustee rejected the 
lease, the lessor would be entitled to a 
maximum claim of one year’s rent in bank- 
tuptcy and three years’ rent in reorganiza- 
tion proceedings. These claims would, of 
course, be in addition to the recovery of 
the leased asset. These statutory limita- 
tions apply only to leases for real property, 
not to chattel leases. 


v 


_— 


THE TREASURY CRACKDOWN 

Beginning with 1960 income tax returns, business has 
been notified, information on such deductions as costs of 
maintaining yachts, hunting lodges or hotel suites will have 
to be given separately. More detailed data also will be re- 
quired on expenses incurred by highest paid employes. 

In preparation for a comparative study of the information 
so obtained, Treasury officials are delving into entertain- 
ment expenses by companies and employes in returns for 
1959 and earlier. The results are scheduled to be submitted 
to Congress before the end of 1961, possibly with a request 


for stiffer rules. 


Revenue Commissioner Latham cautions tax men not to 
spend too much energy questioning smaller claims, such as 
for taxi fares and tips. He’s aiming mainly at ‘large and un- 


usual’”’ deductions. 


This treatment differs from that ac- 
corded a mortgage loan, where the lender 
would be entitled to a full claim for any 
deficiency between the realizable value of 
the asset and the amount owed him. This 
difference has been cited as an argument 
against classifying lease obligations as a 
form of debt, but it seems more a legal 
distinction than a practical financial one. 

For one thing, inability to meet lease 
payments can lead to financial difficulties, 
just as surely as the inability to meet in, 
terest or sinking fund requirements. This 
is the important thing to the company as 
well as to the investor, not who gets what 
after the company is in bankruptcy. 

Also, it is quite conceivable that in re- 
organization a lessor may enjoy a position 
that is actually senior to that of other 
creditors. If the leased assets are essential 
to the continuation of the business the 
trustee may be forced to continue the 
rental payments while other obligations 
are in default. This is the primary reason 
that railroads have been able to sell equip- 
ment trust certificates, which are based 
upon leases at attractive rates during pe- 
riods when there was virtually no interest 
in general mortgage bonds of the same 
line. 

But in any event this difference should 
hardly be a valid consideration to a com- 
pany in choosing between lease financing 
and direct borrowing. It seems highly 
questionable that a company should pred- 
icate its financial policy on eventual bank- 
ruptcy. A far sounder approach would be 
to assume that the company intends to 
stay in business and to meet its obliga- 
tions, and from this viewpoint lease ob- 
ligations have the same impact as debt 
securities. 


THE CONTROLLER............... ts Se Ea ae a 


THE SOURCES OF LEASE FINANCING 

Another indication of the similarity be- 
tween lease financing and direct borrow- 
ing can be seen in the general pattern of, 
lease transactions. The principal sources 
of funds, either directly or indirectly, are 
insurance companies, banks, pension funds 
and other institutional investors. These 
investors are typically buyers of senior 
securities involving a minimum of risk. 
The fact that they are willing to advance 
funds upon the security of a lease indi- 
cates that they consider the lease a general 
credit obligation which is just as secure as 
the lessee’s ability to pay. 

The attitude of financial institutions 
and analysts toward lease obligations is 
indicated by the results of a recent survey 
conducted among the major insurance 
companies, banks, investment bankers, 
and rating services. The results were re- 
ported in the Harvard Business Review. 

1. With regard to long-term leases 
(those with terms of three years or more), 
81 per cent of the respondents considered 
them a form of debt, almost all ranking 
them with senior or secured debt. 

2. Regarding shorter term leases, there 
was somewhat of a divergence of opinion 
between long-term investors and _short- 
term lenders. Some 69 per cent of the 
commercial banks regarded them as debt, « 
while only half of the insurance com- 
panies shared this view. This undoubtedly 
reflects the basic difference in their points 
of view, the commercial bank being con- 


*Vancil, Richard F., and Anthony, Robert N., 
“The Financial Community Looks at Leasing,”’ 
November-December 1959. 
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cerned with the short-term picture and 
the insurance company taking the longer- 
term view. 

A very candid description of the lease 
financing procedure is found in the fol- 
lowing excerpt from a memorandum cir- 
culated among prospective underwriters 
of a stock issue of one of the larger leas- 
ing companies: 

The leasing company’s contracts are con- 
tingent upon its ability, using the lessee’s 
credit, to borrow 100 per cent of the funds 
mecessary to purchase the equipment. This 
method of operation results in an unusual 
balance sheet. While equipment with a book 
value of $19 million and liabilities of $20 
million are shown, neither the assets nor the 
liabilities are in reality the leasing com- 
pany’s. 


Or consider the following comment 
from the 1958 Annual Report of Booth 
Leasing Corporation: 

The company is primarily concerned with 
the credit standing of the lessee and the 
eligibility of the lessee for the long-term 
credit implicit in a term lease agreement. 
It is secondarily concerned with the collat- 
eral value of the leased equipment. 


All this evidence merely confirms the 
conviction that a financial lease represents 
a promise to pay and as such qualifies as 
a general credit obligation. Much of the 
confusion which surrounds this simple 
fact arises from the following very inter- 
esting phenomenon. If you enter into a 
contract which reads “I promise to pay 
x dollars a month for a certain period of 
years,” it makes a great deal of difference 
in an accounting sense whether the title 

“Sat the top of the page reads “Loan Agree- 
ment’’ or “Lease Agreement.” 

But the distinction is primarily an ac- 
counting one. In an economic sense and 
from the point of view of corporate fi- 








nancial policy, there is very little differ- 
ence between the two types of transac- 
tions. Lease financing is merely a form of 
borrowing and lease obligations represent 
a form of indebtedness. If this were not 
true then leasing would offer virtually un- 
limited possibilities. In fact there would 
appear to be little justification for financ- 
ing fixed assets by any other means. 


THE FALLACY OF FREE CHOICE 


Let us turn now for a moment to the 
school of thought which holds that leases 
are not a form of capital at all. This type 
of reasoning is apparent in the argument 
which we often hear that leasing frees 
working capital. By leasing its fixed assets, 
a company can make the funds which 
would otherwise be tied up in those assets 
available for alternative uses such as work- 
ing capital. The high earning power of 
working capital is often demonstrated by 
dividing a company’s total income by its 
working capital, which usually indicates 
returns of 20 per cent or higher. 

This type of reasoning is prevalent in 
the retailing field where it is frequently 
argued that companies should stay out of 
the real estate business and devote all 
their capital to merchandising activities. 

Or we sometimes hear that a company 
should lease assets which offer a low re- 
turn, such as warehouses or automotive 
equipment, and conserve its own capital 
for higher-yielding investments. 

The fallacy in this type of reasoning is 
its underlying premise that a company 
has a choice as to which of its assets it 
will finance. Unfortunately, this is rarely 
ever the case. There are many factors 
which determine a company’s total capital 
requirements, but the method of financing 
employed is not one of them. 

The left side of the balance sheet de- 
termines the right and not vice versa. The 





amount of assets which a business requires 
is determined by technology and by pol- 
icy decisions relating to such things as the 
rate of expansion, the level of inventories 
to be carried, or the credit terms to be 
extended. 

It is true that these decisions are tem. 
pered by financial considerations which 
balance the return on investment against 
the cost of capital. But once these de. 
cisions are reached, the choice remaining 


_to the financial manager is not whether to 


finance the required assets but how to 
finance them. 

The essential point here is that leasing 
is not a way of avoiding financing. It is 


‘financing. And it makes no difference 


whether you own profitable assets and 
lease unprofitable assets, or vice versa, so 
long as you require both kinds. 

The important question is the cost of 
leasing relative to other financing alterna- 
tives. The introduction of calculations 
which purport to show the relative profita- 
bility of various classes of assets only 
serves to obscure this basic issue. : 

After all, by financing the acquisition 
of assets with borrowed money, a com- 
pany avoids tying up its present working 
capital. But suppose that a bank or an 
insurance company were to solicit loans on 
the following basis: “Use our money to 
finance your fixed assets instead of dis- 
turbing your own funds. Your money can 
earn 20 per cent in the form of working 
capital versus the 7 per cent you will pay 
to use ours.” I think it would find few 
takers so long as there were other lenders 
offering money at 5 per cent or 6 per cent. 

Why shouldn't the same reasoning ap- 
ply to lease financing? 


A REALISTIC BASIS FOR DECISION 


Now the writer would like to submit an 
approach which he considers a more real- 
istic basis upon which to evaluate leasing 
proposals. 

Lease financing should be utilized 
wherever it is financially defensible. By 
this is meant that it must either: 


1. Offer cost savings over direct bor- 
rowing; or , 

2. It must be available where an equiv- 
alent amount of debt financing is not 
available; or 

3. It must offer some offsetting ad- 
vantage which in the opinion of manage- 
ment justifies its higher cost. 


Let’s examine these three alternatives 
in order. 

The question of relative costs involves 
the consideration of many factors. Two 
that come to mind immediately will gen- 
erally work to the disadvantage of leasing. 

One is the fact that investors will nor- 
mally seek a higher return on funds ad- 
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ganced on the basis of a lease as opposed 
toa direct loan to the same company. This 
differential is commonly in the range of 
from one half of one per cent to one per 
cent. If a leasing company is involved as 
an intermediary, its charge adds to this 
differential. 

The other involves the disposition of 
the asset upon the termination of the 
lease. If the asset is lost to the lessee or 
if he must then repurchase it or con- 
tinue to pay rent for its use, this repre- 
sents an added element of cost. 

Despite these possible disadvantages, 
there can be offsetting cost savings im, 
plicit in a lease arrangement. 

For instance, leasing may offer certain 
tax benefits. This area represents a com- 
plex subject which deserves an article in 
itself. However, possible tax advantages 
which might be mentioned in passing in- 
dude the following: 


1. The possibility of cash flow advan- 
tages through the more rapid write-off of , 
the leased asset. This used to represent a 
substantial advantage for leasing, but the 
advantage has been largely nullified by 
the accelerated depreciation options in- 
troduced in the 1954 code. 

2. Or, the possible advantage of being 
able to write off land values for tax pur- 
poses through leasing. The validity of 
this advantage depends largely upon the 
extent to which the lessee discounts the 
potential value of the land at the expira- 
tion of the lease. 

3. Finally, there can be advantages in 
the sale and leaseback of older assets 
when this will result in a substantial capi- 
tal loss or capital gain which can be ef- 
fectively utilized by the company. 


All these potential tax savings should 
be carefully scrutinized in the light of the 
latest tax rulings, of course. But to the 
extent that they are valid, they should be 
taken into consideration in any cost com- 
parison. 

Another possible cost advantage of 
leasing can accrue to companies engaged 
in production under ‘‘cost-plus” govern- 
ment contracts. By leasing equipment 
under leases tailored to the term of the 
contract, the company can charge off the 
full cost of the equipment to the Govern- 
ment. If it were owned, the equipment 
would have to be depreciated over its 
normal life. 7 

There are other possible cost differ- 
entials, such as the savings on the pur- 
chasing and disposal of vehicles which 
the fleet-leasing companies claim they can 
effect. All these cost factors must be taken 
into consideration in determining the ad- 
visability of financing by means of a lease. 

The question of the methodology to be 
used in making such a comparison is also 
complex enough to deserve an article in 


MAN BITES DOG ... 

A tiny, tornado-toppled town named Italy, Texas, has 
turned down offers of disaster aid, declaring the Federal 
Treasury is in worse shape than it is. Though the tornado 
ripped a $750,000 damage path through the town in March, 
damaging every business building, the council rejected the 
Government's offer to help with the following reply: 


"The city council thanks you for the offer of federal 
disaster funds. But we feel the Federal Treasury is in 
worse shape than Italy and suggest any allocation set up 
for Italy be applied to the national debt.” 


Noted the editor of the Italy News-Herald, ‘We've 
been conservative people from way back.” 


itself. There are several approaches which 
might be used, but the important thing is 
that the method take into consideration all 
the cost differences between leasing and 
ownership and that it recognize the debt 
equivalent of the lease. As another writer 
on the subject has concluded, “the man- 
agement decision that we are interested in 
is not an acquisition decision as connoted 
by the phrase “‘lease-or-buy” but rather is 
a financing decision which might better 
be termed “‘lease-or-borrow.’’? 


SECOND CONSIDERATION: 
AVAILABILITY 


If we turn now to those situations in 
which the leasing alternative is available 
to a company that could not borrow an 
equivalent amount of money, these cal- 
culations of relative cost lose much of 
their significance. 

From a theoretical standpoint, it might 
be expected that these situations would 
account for the major portion of lease 
financing. Since leasing is generally a 
high-cost method of borrowing, it would 


be logical to assume that it would be used” 


predominately by companies that had ex- 
hausted other sources of credit, just as an 
individual will turn to the pawnbroker 
only after failing to get a bank loan. 
Paradoxically this is not the case. The 
great bulk of lease financing is engaged in 
by companies of high credit standing 
which have considerable unused borrow- 
ing power and companies with weaker 
credit standing which would welcome the 
opportunity to lease but often find that 
the alternative is not available to them. 
The reason, of course, is that the in- 
vestors who finance lease transactions sub- 
ject the prospective lessee to much the 


?Vancil, Richard F., “Lease Financing of 
Airline Equipment,” an unpublished doctoral 
thesis, Harvard University, 1960. 
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same sort of credit analysis as a prospec- ! 
tive borrower. And they will generally 
refuse to finance a lease transaction for a 
company to which they would not be will- 
ing to lend an equal amount on a direct 
basis. 

There are possible exceptions to this. 
One is where existing loan agreements or 
indentures restrict additional borrowing 
but will permit additional leasing. How- 
ever, restrictions on lease commitments 
are now common in loan agreements and 
it can be expected that they will become 
even more common as the use of lease 
financing becomes more widespread. 

Another possibility is that a manufac- 
turer may extend lease terms to a customer 
whose credit standing would not other- 
wise justify the amount of debt involved. 
The manufacturer may be willing to as- 
sume the additional credit risk .in order 
to make the sale. ‘ 


OTHER POSSIBLE ADVANTAGES 


This brings us to the third considera- 
tion in the writer's approach. This is the 

ssibility that even where other forms of 
hecewiaa are available at a lower cost, 
leasing might offer some offsetting ad- 
vantage which would justify its added 
cost. 

This, of course, is inevitably a matter 
of judgment for each individual om 
depending upon the relative weighting 
given to certain factors. There are, how- 
ever, several such possible advantages that 
might be mentioned. 

Probably the most important by far is 
the so-called ‘‘balance sheet advantage” , 
of leasing. We often hear that leasing 
does not disturb existing credit lines, or 
that it enhances a company’s financial 
ratios. More to the point, there exists the 
possibility that since lease obligations do 
not appear on the balance sheet, their ex- 

(Continued on page 311) 
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New ideas in punchet 


How your IBM supplies specialist helps you 
find ways to cut your punched card costs 


How can a redesigned punched card improve your 
data processing efficiency ? 

Your IBM supplies specialist can tell you...and 
show you ways to redesign your cards to give you 
new data processing economies. 

Your IBM supplies specialist is a man with exten- 
Sive training in data processing supplies. That’s why 


he is uniquely qualified to help you match the punched 
card to the job that you want to do. 

There’s virtually no limit to the practical cost-sav- 
ing ideas he offers you for: 
SAMPLE CARD SELECTION—You can look over thousands 
of card formats, filed by industry and application. 
One or more of these may provide the key to the card 
design problem that’s troubling you. 


DESIGN ASSISTANCE—Our designers are at your service 
through a nationwide network of Card Design Cen- 


















CUSTOMER METHODS MEN AND AN IBM SUP- 
PLIES SPECIALIST (left) study a stock card 
form book and flow charts. By matching 
the card to the job, you get the most out 
of your data processing equipment. 









THE RIGHT DESIGN. Thousands @ 
of stock, special, and continu- 
ous card forms, books and 
sets are on file at IBM Card 
Sample Centers. One of them 
might solve your problem. 




















NEED A SPECIAL CARD? IBM 
research has developed 
scented-ink, water-resistant, 
magnetic-ink-encoded cards— 
and a host of others, including 
cards printed in full color. 


CREATIVE SKILLS AT YOUR SERV- 
ice. At thirteen IBM Design 
Centers across the country, 
experts create cards to meet 
your specific needs, and bring 
<4 new efficiency to your data 

processing operation. 


G >) 


ard design 





iched ters. These experts can help you to develop your own facturing facilities. IBM gives you prompt service, 
card ideas, to apply existing formats, or to create too, on card designs and card proofs. 

- new, exclusive designs for solving your problems. Your IBM supplies specialist is the man with the 

complete punched card story. Let him help you with 

ands EDUCATION—Seminars at our customer education solutions to your card problems. 

tion. centers, informative literature and plant tours keep 

card i up-to-date on the latest techniques in designing, DATA PROCESSING 
using and caring for your IBM cards. 

rvice FAST CARD DELIVERY—Whether your order is large or 

Cen- small, you get fast service from nationwide manu- ® 
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Common Errors 
in Costing 


To see them and correct them 
requires taking off the blinders 
of habit and inertia .. . 


Ky 


INTRODUCTION 

© The controller, as financial advisor to management, has 
a responsibility to provide correct information on product 
costs so sound decisions can be made with respect to pric- 
ing products, expanding product lines, and dropping prod- 
ucts whith have proved to be unprofitable. ¢ Although 
clerical errors may be at a minimum, it is still possible and, 
in fact, entirely probable that incorrect decisions are being 
made because of underlying errors in the buildup of costs. 
© Through repetitive usage of such costs, habit patterns 
are formed wherein erroneous information is accepted with- 
out question. © This paper will explore the more common 
errors of this type. 


Use of Single Plant-Wide Overhead Rate. In operations where 
product manufacture requires use of several types of facilities 
having a varied incidence of overhead cost per unit of product 
(usually direct labor), the use of a single plant-wide rate can 
penalize some products and favor others. A practical example 
of this was demonstrated by a division of one of the large elec- 
tronics manufacturers, This division consisted of one plant with 
two floors. The lower floor was devoted to the manufacture of 
crystal diodes—predecessor to the present transistor—while the 
upper floor manufactured vacuum tubes. Diode manufacture 
involved hand assembly operations to a large extent while tube 
production, in addition to hand assembly operations, required 
use of large machine shop equipment, exhausting machines, 
heavy test equipment, and large storage areas. The total annual 
overhead cost for the entire operation (tube and crystal diode) 
approximated $12 million while the direct labor amounted to 
$8 million. Since these appeared to be normally experienced 
costs, the overhead rate used in costing was 150 per cent ($12 
million divided by $8 million). Although this rate appeared to 
be satisfactory in pricing vacuum tubes because competitive 
ptices were easily met, the company found that it was not com- 
petitive in its crystal diodes. There was some concern because 
this product appeared to have a tremendous future owing to the 
probability that it would eventually become a substitute for the 
vacuum tube. 














A study was made of the overhead and direct labor structure 
to determine whether or not an error had been made in develop- 
ing the rate. When the overhead and direct labor costs were 
segregated for the upper and lower floors it was found that the 
total broke down as follows: 


Overhead 
Direct Labor Overhead Rate 
Upper Floor $4,000,000 $ 8,000,000 200% 
Lower Floor 4,000,000 4,000,000 100 
Total $8,000,000 $12,000,000 150% 


Thus, even though the direct labor was about the same for 
both operations the overhead was twice as great on the upper 
floor because this operation required expensive capital equip- 
ment, with heavy maintenance costs and substantial use of gas 
and power. The 200 per cent overhead rate indicated that tube 
costs were being understated. The diodes, on the other hand 
were actually a more profitable product than was realized. 

As a result of this study the overhead rate for costing tubes 
was increased to 200 per cent. The increased rate did not result 
in any noticeable loss of volume; indicating that the 200 per 
cent rate was probably competitive with other similar producers. 
The company also decided to go forward with plans to expand 
the diode operation and to do more extensive research in tran- 
sistors inasmuch as it found that its costs were competitive. 


Product Line Versus Departmental Overhead Rates. One com- 
pany which manufactured auto radios and television sets in the 
same facilities found that its overhead rate on auto radios, which 
had been 125 per cent of direct labor, and recently reduced to 
115 per cent, was still not competitive. As a result, the sales 
manager proposed that a further reduction to 100 per cent be 
made. The rate used for television sets was 140 per cent. There 
was no problem in meeting the competition on television sets 
because the market was new in 1950 and TV sets could be sold 
as fast as they could be produced. Analysis of the operation 
revealed that both television sets and auto radios were processed 
in three basic types of cost centers—fabrication, where metal 
parts for both products were stamped from sheet metal ; plating, 
where these fabricated parts were degreased and then finished 
with a cadmium plating to prevent rusting; and hand assembly, 
which involved use of simple tools for soldering, turning screws, 
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riveting, and inserting components. The breakdown of effort, 
expressed in percentage of total direct labor, was as follows: 


BREAKDOWN OF DIRECT LABOR 


Television Auto 
Sets Radios 
Fabrication 10% 15% 
Plating 15 20 
Assembly 5 65 
Total 100% 100% 


Fabrication and plating, because of the equipment and services 
as well as the floor space required, are both high overhead 
centers. Assembly, on the other hand, is a relatively low over- 
head center because simple tools are used and because each 
employe requires a relatively small work area. The above table 
shows that the manufacture of TV sets requires 25 per cent of 
its labor effort in fabrication and plating, both of which are high 
cost areas. Auto radio production, on the other hand, requires 
35 per cent of its labor effort in these two centers. This would 
indicate that auto radios should have the higher of the two over- 
head rates. It also indicates that a restudy is required to adjust 
both rates to give effect to departmental differences. 

The rationale which was originally used to justify a low rate 
for auto radio manufacture may have been based on the assump- 
tion that auto radio sets are smaller than TV sets and therefore 
cheaper to manufacture. However, what was apparently over- 
looked is the fact that the cabinet on the television set is made 
of wood and is purchased as an item of material, while the 
“cabinet” of an auto radio is fabricated and therefore throws 
more of the required effort into the high overhead cost centers. 

As a result of the foregoing study, the company recosted its 
auto radios and television receivers using the true overhead rates. 
The result, as was anticipated, was that the company could not 
meet competitive prices on auto radios because of its relatively 
small share of market volume. In a matter of eight to ten months 
it dropped the auto line and concentrated its facilities on the in- 
creasingly popular and growing television market. 


Fallacy of Too Many Overhead Rates. Recognition of deficiencies 
in existing methods of costing sometimes begets corrective meas- 
ures which produce equally erroneous results. An example would 
be the abandonment of a costing procedure using a single plant 
overhead rate in favor of one using ten or more. Exhibit 1 dem- 
onstrates a shift from six rates to twelve using the same basic 
cost figures. 

Note that when the additional departments are created that 
three are quite small in direct labor activity. These are depart- 
ments 2, 3, and 8; with direct labor of $34,190, $4,769, and 
$12,200 respectively. The largest of these, department 2, ac- 
counts for less than 3 per cent of the total direct labor. 

In apportioning overhead to departments (or cost centers) 
one will usually find that a substantial portion of this cost which 
makes up the overhead rate originates from areas outside the 
jurisdiction of the production departments whose activity base 
isused as a vehicle for distributing this cost to the product. This 
“immigrant” overhead consists of such services as production 
scheduling, inventory control, industrial engineering, personnel 
office, quality control, purchasing, and manufacturing adminis- 
tration. In many companies these service activities, which are 
allocated to production centers, make up half of the overhead 
rate. Thus the basis used for allocating these service activities is 
critical because a small percentage error can have a great impact 
on the rate in a department with a small direct labor (or machine 
hour) base. 

Exhibit 2 illustrates how a one per cent error can influence the 
overhead rate in a small and large department. Department 3 in 


EXHIBIT 1 


OVERHEAD RATES 
FOR SIX DEPARTMENTS 


Overhead 
Direct Labor Overhead Rate 

DEPT. A $ 232,892 $ 290,034 124% 
B 384,771 414,709 108% 

¢ 244,857 462,630 189% 

D 332,108 326,547 98% 

E 201,953 195,620 98% 

F 217,297 242,546 112% 
$1,613,878 $1,932,086 120% 


OVERHEAD RATES 
WHEN THE NUMBER OF DEPARTMENTS IS DOUBLED 


* 


DEPT. 1 (A) $ 198,702 $ 220,223 110% 
2 (A) 34,190 69,811 204% 
3 (B) 4,769 25,633 537% 
4 (B) 190,100 200,611 105% 
5 (B) 189,902 188,465 99% 
6 (C) 132,450 242,409 183% 
7 (C) 112,407 220,221 196% 
8 (D) 12,200 38,488 315% 
9 (D) 319,908 288,059 90% 

10 (E) 101,950 100,800 99% 
11 (E) 100,003 94,820 95% 
12 (F) 217,297 242,546 112% 

$1,613,878 $1,932,086 120% 


* Previous department designation 


EXHIBIT 2 


EFFECT OF A ONE PER CENT CHANGE IN ALLOCATION 
ON THE OVERHEAD RATE 


Department 3 


Direct Overhead 
Labor Overhead Rate 
As calculated $ 4,769 $ 25,633 537% 


Increase in overhead due to an 
allocation error equal to 1% of 
the total overhead pool (1% of 
$1,932,086) 4,769 44,954 942% 
Reduction in overhead due to an 
allocation error equal to 1% of 
the total overhead pool (1% of 
$1,932,086) 4,769 6,312 132% 


Department 9 
As calculated $319,908 $288,059 90% 
Increase in overhead due to an 
allocation error equal to 1% of 


the total overhead pool (1% of 
$1,932,086) 319,908 307,380 96% 
Reduction in overhead due to an 
allocation error equal to 1% of 


the total overhead pool (1% of 
$1,932,086) 319,908 268,738 84% 


Exhibit 1 showed a labor base of $4,769 with total overhead of 
$25,633, resulting in an overhead rate of 537 per cent. If an 
overhead amount equivalent to one per cent of the total overhead 
pool had been added to or deducted from the amount shown 
in the original allocation, the range of error in the resulting 
overhead rate would be from 942 per cent of direct labor to 132 
per cent. The upper part of Exhzbit 2 illustrates these calculations. 

The effect of a one per cent error on a department with a large 
direct labor (or machine hour) base is not so great as it is in an 
instance where a small direct labor base is involved. The lower 
portion of Exhibit 2 illustrates the effect of a one per cent error 
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on Department 9. The range of overhead fluctuation in this case 
is from 96 per cent to 84 per cent . . . a much more tolerable 
amount of variation. 

There is no simple guide which can be used to determine how 
many overhead rates should be developed and used. The nature 
and magnitude of the major manufacturing operations is an im- 
portant determinant. The final determination 1s based on a com- 
bination of good judgment and trial and error. 


Direct Labor Versus Machine Hours As a Base for Overhead 
Application. Products which are essentially machine processed, 
such as electron tubes, may suffer serious distortions in cost when 
a direct labor base is used for apportionment of overhead. The 
reason is that in many instances when machine processing time 
is approximately the same for a number of types, there may be 
additional hand operations on certain ones. Use of direct labor 
as a base would unduly “load” machine-connected costs such as 
depreciation, maintenance, occupancy, and power on these types. 
An actual case of a distortion of this type is illustrated below: 


DIRECT LABOR COST VERSUS MACHINE TIME 











Direct Machine 
Labor Cost % of Hours % of 
Tube Type Per 100 Total Per 100 Total 
5AK6 $ 7.90 20% -1260 30% 
6AX8A 22.22 56 .1502 36 
6GK8 9.62 24 -1378 34 
$39.74 100% .4140 100% 


BREAKDOWN OF TOTAL OVERHEAD BY THE TWO METHODS 








Direct Machine 
Labor Cost Hours 

Tube Type Per 100 Per 100 
6AK6 $15.80 $24.19 
6AX8A 44.44 28.83 
6GK8 19.24 26.46 
$79.48 $79.48 


The table, DIRECT LABOR COST VERSUS MACHINE TIME, shows 
in the first column the direct labor cost for the three tube types. 
Because of the additional labor operations which can not be 
performed by the machine, the 6AX8A tube requires more direct 
labor than the other two combined. As a result of using a labor 
base, the GAX8A tube absorbs a correspondingly larger share of 
the overhead pool. 

The machine hour requirements are approximately equal, in- 
dicating that the three types should absorb about the same 
amount of depreciation, machine maintenance, power and oc- 
cupancy costs. 

The table, BREAKDOWN OF TOTAL OVERHEAD BY TWO METH- 
ops, shows the dollar amount of overhead apportioned to the 
three types by both methods. While the direct labor method 
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penalizes one of the tubes through an Overapportionment of 
machine-connected overhead, the machine hour method will 
tend to understate this type because the other two will absorb 
some of the labor-connected expenses of the additional labor 
required for the GAX8A. No method of overhead absorption is 
entirely equitable, but the machine hour method comes closer to 
an equitable distribution of overhead in this case than does the 
direct. labor method. 

Puc tes one might rationalize that supply and demand 
rather than cost set the selling price for the subject product, it is 
entirely possible that profitable products have been dropped by 
companies because inequitable methods of overhead apportion- 
ment have distorted the true cost-selling price relationship. 


Material Overhead Rate. Some companies use a material over. 
head rate as a basis for absorbing their material-connected ex. 
penses into inventory. These would include such costs as pur- 
chasing, material control, scheduling, stores, and receiving. The 
rate is developed by dividing the total of these material-associ- 
ated expenses by the total material base. The rate is applied to 
the material content of the inventory just as the labor rate is 
applied to the labor content. 

This rate became popular after World War II when contracts 
which were cancelled by the Government created problems in 
reimbursement for materials which were either unprocessed or 
only partially processed. Because little or no labor had been ex- 
pended, application of a labor overhead rate would not yield a 
sufficient amount of recovery for material-connected expenses 
which had been incurred. 

While use of the material overhead rate serves its purpose well 
in costing a homogeneous group of products, serious inequities 
will result if two products of differing characteristics are mixed. 
An example would be the manufacture of low-volume, high- 
precision equipment such as oscilloscopes or radar sets under 
the same roof with a high-volume conveyorized product, such as 
radio or television receivers. 

The material-connected costs for the low-volume product 
would be higher per unit because the high-volume product would 
lend itself to more efficient handling. The effort expended for 
ordering 500 television cabinets or picture tubes a day is no 
greater and could possibly be less than the effort required to or- 
der cabinets or cathode ray tubes for an order of 25 radar sets. 

In the latter case these items would undoubtedly move into 
the stores area for later release over a period of several weeks or 
even months, while in the instance of a mechanized TV line, 
the cabinets and picture tubes would be loaded on conveyors as 
soon as received and would move through the production area 
and then on out to the shipping area as a completed product 
without any intermediate handling. 

Thus the material overhead rate must be used with discretion; 
otherwise it could penalize the high-volume repetitive products 
and understate ‘costs of low-volume high-precision products 
which require greater care and more handling. 


familiar with his quite detailed presenta- 
tions which appeared in the February 1960 
issue— How an Electronics Manufacturer 
Sharpened Cost Responsibilities’ —and in 
the November 1958 issue—Graphic Anal- 
ysis for More Effective Management Con- 
trol.” Mr. Dudick has been a guest lecturer 
at Harvard Business School and Boston 
University on various business subjects. 
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EXHIBIT 3 


NOVEMBER 1959 MATERIAL COST 
TUBE TYPE—3 x 29 
1 i 


Beginning Inventory @ Standard $ 3,923 $ 4,904 
subassemblies Transferred In 25,159 25,159 
fabricated Parts 5,090 5,090 
Fabricated Parts Variance 559 559 
$34,731 $35,712 
Ending Inventory @ Standard 24,713 30,891 
Actual Cost $10,018 $ 4,821 
Total Tubes—81 
Cost Per Tube $ 123.68 $ 59.52 


Column I: Inventory values based on ideal standards 
Column II: Inventory values based on more realistic standards 





Errors in Product Costing Due To Use of Ideal Standards. Many 
companies whose product is subject to unpredictable fluctuations 
in yield, such as is experienced in electron tube manufacture, 
find it necessary to take physical counts of their in-process in- 
ventories at the end of each accounting period in order to be 
assured that there is no unaccounted-for erosion of inventory. In 
such instances where beginning and ending inventories are 
valued at ideal standards, serious distortions in actual costs per 
unit can occur at the beginning of a run when ending inven- 
tories are substantially higher than at the beginning. 

Exhibit 3 illustrates such a situation. Note in Column I that 
inventories for the subject tube have risen from $3,923 to 
$24,713, a circumstance which is more typical than unusual as 
the start of a new run. Because the large ending inventory is 
valued at “ideal” standards which provide no allowances for 
rework, scrap, or other inefficiencies, the actual cost for the 
month is overstated by the change in inventory times the differ- 
ence between ideal standards and actual costs. 

Note in Column I that the actual material cost of producing 
81 tubes is $10,018, or $123.68 per tube. In Column II, be- 
ginning and ending inventories are valued at standards which 
are closer to actual cost. Here, the actual cost becomes $4,821, 
or $59.52 per tube—less than half the cost shown in Column I. 

While some proponents of standard cost accounting would 
frown on inclusion of inefficiencies in the standard, it must be 
remembered that operating management demands realistic prod- 
uct costs for each period. Government auditors frequently look 
with suspicion upon costs which are subject to wide fluctuations 
because of large variances from standard. Their responsibility 
for auditing costs of the contractor requires them to assure them- 
selves that the Government is not absorbing variances which 
are truly chargeable to services performed for other than gov- 
ernment business. 


Distortions Due To Incorrect Apportionment of Variances. In 
instances where actual, rather than standard, unit costs of a 
product are required—as in cases where the Government is a 
major customer, an exception to this requirement is sometimes 
made. The exception is made in recognition of the impracticabil- 
ity of developing actual costs for several thousand varieties of 
small parts used in assembly whose unit value is relatively small. 
__In such cases the small parts may be valued at standard costs 
if an equitable basis is used for distributing the variances to sub- 
sequent operations in which the parts are used. Exhibit 4 illus- 
trates a case where fabricated parts variances have been appor- 
tioned on the basis of input of material into subassemblies and 
final assemblies. 
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EXHIBIT 4 
FINAL TUBE ASSEMBLY COSTS 
Material 
Beginning Inventory $ 387 
Subassemblies Issued to Final Tube Assembly $17,620 
Variance on Parts Issued to Subassembly Areas 4,008 
a $21,628 
Fabricated Parts Issued to Final Tube Assembly $20,797 
Variance on Above Parts 2,040 
-__ $22,837 
Total Material Available 44,852 
Less Ending Inventory 30,948 
Current Month’s Usage $13,904 
Good Tubes Produced 24 
Total Material Cost Per Tube (13,904 + 24) $ 579.33 
Parts Variance Per Tube ( 6,048 + 24) $ 252.00 


The $4,008 variance was based on the input of parts into 
manufacture of subassemblies, while the $2,040 was assigned 
on the basis of input of parts into the final assembly area which 
combines subassemblies with fabricated parts to make the com- 
pleted tube. Since the $2,040 is approximately 10 per cent of 
the fabricated parts issued into the final tube assembly area, the 
$4,008 variance on subassemblies would indicate that approxi- 
mately $40,000 in parts were issued to subassembly manufactur- 
ing areas. 

Note that of the $13,904 current month’s costs, $6,048 rep- 
resents fabricated parts variances. These are based on realistic 
standards of performance and also include purchase price vari- 
ances on the raw material. Because only 24 tubes were produced, 
this being the start of a run, the variance per tube of $252.00 is 
almost half of the total material cost of $579.33. The variance is 
high because input of material is high at the start while output 
of finished product is low. 

An alternate, and more equitable, method of apportioning 
variances would be to use the current month’s usage of material 
as a basis (beginning inventory plus input less ending inven- 
tory). Thus, the same total variance would be apportioned on 
the basis of usage of the material and would relate more closely 
to the output. 

The table below shows a comparison of the variance per unit 
for seven items based on both methods of apportionment: 


VARIANCE 
Inventory Units Based Based 
Phase of Output on Input on Usage Difference* 

Buildup 24 $256.29 $ 31.29 $225.00 
Buildup 45 185.13 121.58 63.55 
Reduction 45 13.18 74.22 61.04 
Reduction 125 (2.23) 21.76 23.99 
Buildup 160 38.80 20.23 18.57 
Reduction 726 1.40 6.58 5.18 
Reduction 933 4.58 7.76 3.18 


* Signs ignored 


Note that the usage method tends to reduce the variance per 
tube during the start of a run (inventory buildup phase) be- 
cause usage is matched with output. In the latter stages of a 
run (inventory reduction phase) when material input is low, 
and sometimes a negative quantity because of returns to stock, 
the input method of apportionment is lower than apportionment 
on the basis of usage. The difference between the two methods, 
ignoring signs, becomes smaller as the size of the output in- 
creases. 
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EXHIBIT 5 
COST PER TUBE 

Tube A Tube B 
Production 785 825 
Material $3.11 $ 9.83 
Labor 5.95 9.48 

$ 9.06 $19.31 
Overhead 14.12 30.73 
Production Cost $23.18 $50.04 
Selling Price $56.00 $56.00 
Scrap Cost $ 252 $ 4.01 


Inequities in Costing Due To Overrefinement in Cost Accumula- 
tion. The assignment of a shop order number to collect costs in 
the production of a particular product does not automatically 
assure that costs will be more accurately compiled. In the case 
of Tubes A and B in Exhibit 5, costs were compiled for produc- 
tion of 785 of the former and 825 of the latter tube. Note that 
the cost of Tube A amounted to $23.18 while the Tube B cost 
was $50.04—more than twice as much. The construction of the 
two tubes is exactly the same—material and labor operations are 
identical—the only difference = that the electrical charac- 


teristics of the final product are different because of differences 
in spacing of one of the elements. The difference in electrical 
characteristics does not make one tube any more valuable than 
the other because both sell for the same price—$56.00. 

The reason for the difference in cost is that parts which were 





inventoried during manufacture were not correctly identified 
Obviously, since the parts for both tubes are exactly the same. it 
is difficult at inventory time to predict where the materials wil] 
finally be used. To attempt to keep an accurate check of disposi. 
tion of the material would entail clerical costs which would ex. 
ceed the value of the information which would be obtained 
Since cost considerations make it impractical to accurately account 
for usage of common parts, it would be more feasible in such 2 
circumstance to accumulate the costs of tubes A and B ina single 
shop order and to calculate an average cost. When at a certain 
stage of construction actual differences in manufacture are jn. 
troduced, a single shop order should be used to accumulate costs 
until the point of difference. The average cost at that point 
would then be brought forward into separate shop orders which 
would break out the tubes separately from that point. 


CONCLUSIONS 


Ordinarily when one thinks of errors in costing, the connota- 
tion implies clerical errors or errors of commission. It is evident 
from the foregoing that none of these can be classified as such. 
They are more closely related to errors of omission rather than 
commission. Unfortunately, there is no set of rules or ready 
reference check lists which can be referred to in order to prevent 
errors of this type from occurring. If any check list exists, it is 
the check list of good judgment and what is commonly referred 
to as a “feel” for costs. This good judgment or feel cannot be 
relied upon as a means of auditing every cost before it is used. 
Steps must be taken to assure that the basic cost system is soundly 
conceived and its principles adhered to. Only then can the con- 
troller accept the costs which emanate from the system with 
confidence that he is passing along information which will be 
the basis for making sound decisions. 


How To Live With the Anti-Trust Regulations - John T. Wheeler 





¢ Dr. Wheeler is Associate Dean and Professor, 
Graduate School of Business Administration, 
University of California, Berkeley, California. 


THE HISTORY of the controller's function 
has been one of ever-increasing breadth. 
The controller today is not limited to ac- 
counting functions; he has become a 
member of the top-management team. But 
in this expanded role there is one area in 
which the average controller has not rec- 
ognized his responsibilities and oppor- 
tunities. That is the area of anti-trust 
legislation. 

This area has been regarded as the 
domain of the lawyer, but it should not 
be his exclusive responsibility any more 
than are SEC regulations and tax laws. 
The remarks that follow are designed to 
awaken interest in the field of anti-trust 
legislation and to demonstrate how the 
controller should fit it into his responsi- 
bilities. 

The area of anti-trust legislation is a 
broad one, including such federal laws 
as the Sherman Act, Clayton Act, Federal 
Trade Commission Act, Robinson-Patman 
Act, and the “Fair Trade” Laws, as well 
as many state laws. In the enforcement 


of these laws by state agencies, the Fed- 
eral Trade Commission and the Depart- 
ment of Justice, they are living concepts 
which are constantly undergoing change. 
The constantly changing legal and social 
environment within which business op- 
erates must be recognized by every ex- 
ecutive, and decisions should be made 
accordingly. Decisions in the areas of pric- 
ing, selling practices, advertising, and 
acquisition of other companies are par- 
ticularly vulnerable to anti-trust implica- 
tions. 

Let us look at FTC regulations as well 
as some other anti-trust legislation in 
terms of the functions of the controller. 
For this purpose let the functions be di- 
vided as follows: (1) service to operating 
management, (2) internal auditing, (3) 
accounting and external reporting, (4) 
advisor to the chief executive, and (5) 
member of policy-making group. 


PRICE DIFFERENTIALS 


Operating management looks to the 
controller’s department for data which it 
needs to carry out efficiently the functions 
of the business. In connection with these 


activities, cost data are provided for use 
in pricing. The literature is full of dis- 
cussions concerning such concepts as full 
cost vs. direct costs, marginal costs, op- 
portunity costs, and so forth, as they re- 
late to pricing decisions, but little atten- 
tion is given to the legal implications of 
the costs so used. 

The Robinson-Patman Act makes it 
unlawful to discriminate in price between 
different purchasers of commodities of 
like grade and quality where there is a 
reasonable probability of effects injurious 
to competition. But the legislators, in 
passing this Act, added a provision which 
they felt was of vital importance if the 
Act was to be consistent with economic 
efficiency. This provision states “that 
nothing herein contained shall prevent 
differentials which make only due allow- 
ance for differences in the cost of manu- 
facture, sale, or delivery resulting from 
the differing methods or quantities in 
which such commodities are to be put- 
chased, sold, or delivered. . . .” 

The intent of the legislators was to 
make it entirely possible for a company 


(Continued on page 298) 


——___——— 





NE I i ih re nels se pelagic, ee Re JUNE 1961 





284 





X.UM 





j 
~ 
Z 
C 
2 
u 
7 
e 
Lt 
C 
2 
Lt 
¢ 
I> 
VU 
Lt 
a 
3 
C 
2 














oy | x “*MOORE FORMS HELP GIVE OUR ORDER- 

| Z INVOICE SYSTEM INTERCITY CONTROL”’ 

d ex- S= says H. L. LaFayette, Systems Man-of-the-Month and Systems 

uned. Manager for General Mills, Inc. 

count | Lid 

me Sa ee THE SETTING: Our district offices used to process 

— salesmen’s orders by manual typing, mailing ditto copies 

ok LL to our Distribution Center in Buffalo. Emergency orders 

costs O were sent by Teletype or wired, but had to be re-processed 

point s| at the other end. Besides inefficiency and errors, delays 

which ITT) were inevitable as orders often arrived too late for han- 
i | dling that day. Our new Teletype order-invoice system 
ad uses data processing equipment for speed, accuracy, a 
a better invoice, and streamlined control between cities. 

ste Lu | THE SYSTEM: Orders go to the Distribution Center via 

nach 1 | Teletype. Coded information helps reduce line time and 

peg I\O facilitates order processing. At the Buffalo end, two re- 

ready O ceivers print out the information on two sets of documents 

vent = —giving us shipping instructions, bills of lading, etc. 

it is 

erred 

It be 

used, 

indly 

con- 

with 

Il be 











use 
dis- 
full 
op- 
y £e- 
tten- 
s of 
s it A by-product tape is sent to our Data Processing Center at 
yeen Park Ridge, Ill., where it punches cards later used in 
- of processing of invoices and statistical reports. 
pd Delays are eliminated and the system has given us a new 
in level of accuracy in data handling, with dependable de- 
hich liveries that help customers operate on reduced inven- 
the tories...plus the big advantage of accurate, orderly in- 
MIC voices. The Moore forms used in the system are our 
that control in print. The Moore man, with his background in 
vent data processing and knowledge of forms constructions, 
Ow- was helpful in the design and construction of the forms 
- needed in the system.99 
rom 
in If you would like help in improving efficiency, reducing 
pul- delays and cutting system cost, look up the Moore man in 
the telephone directory or write the nearest Moore office. 
- to 
any Moore Business Forms, Inc. + Niagara Falls, N. Y. » Park Ridge, Ill. » Denton, 


Texas + Emeryville, Calif. Over 300 offices and factories in North America. 


Build control with 


61 | MOORE BUSINESS FORMS 


285 





XUM 











> NEWS 





CIA 











International Crises, 
Economic Trends, 
Management Training 
and Mergers 


discussed at 
Controllers Institute 


Phoenix Conference 


THE VALLEY OF THE SUN, an oasis in 
the Arizona desertland, served as the set- 
ting for the 1961 Western Area Confer- 
ence of Controllers Institute of America 
held April 20-22 at the Arizona Biltmore 
Hotel in Phoenix. The program covered 
a wide range of technical subjects of cur- 
rent interest to Institute members, as 
well as an up-to-the-minute appraisal of 
the critical international situation as it 
affects the future of the United States. 


CUBA, LAOS CRISES 


Senator Barry Goldwater (R. Arizona) 
who had met the day before with Presi- 
dent Kennedy for a briefing on the crises 
in Cuba and Laos, spoke with grave con- 
cern regarding the rapidly deteriorating 
situation between the East and the West. 
He said he could not recall a single in- 
stance in the history of the United States 
when our nation faced a more critical 
a than the one which presently con- 
ronts us. He pledged his wholehearted 
support to the President in meeting these 
crises in a forthright manner and pleaded 
for the American people to do likewise, 
pointing out that the present situation was 
not of the President's making, but was the 
result of a series of unfortunate decisions 
made by many people over the past 40 
years. 

The Senator concluded his remarks by 
saying that the future status of the U.S. 
as a leading world power will depend 
largely upon our ability to exercise wis- 
dom and courage in making a number of 
major decisions in the days just ahead. 
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SENATOR BARRY GOLDWATER (R. Arizona) was accorded a standing ova- 
tion as speaker at the closing luncheon of the Western Conference held at 
the Arizona-Biltmore Hotel in Phoenix, Arizona, from April 20 to 22. Shown 
with the Senator are (left) John E. Griffith, vice president and treasurer, 
Phoenix Title & Trust Company, general chairman of the Western Confer- 
ence and (right) Roger A. Yoder, vice president-finance, Detroit Steel Cor- 
poration, Detroit, Michigan, and chairman of the CIA Board of Directors. 


SOME THOUGHTS 
ON OUR PRESENT ECONOMY 


In viewing our present economy, Carl 
A. Bimson, president of the Valley Na- 
tional Bank of Arizona, and president of 
the American Bankers Association, stressed 
three major factors which are likely to 
have a pronounced effect on the direc- 
tion in which the economy will move in 
the future: (1) Consumer spending for 
services and luxury items increases while 
the purchase of durable goods decreases ; 
(2) the need to revise our tax deprecia- 
tion schedules to stimulate the further 
modernization of plant and equipment; 
and (3) restoration of inventories. 

Concerning the trend in consumer 
spending, Mr. Bimson stated that it is 
apparent that the U. S. economy has un- 
dergone a_ profound change in recent 
years. The largest sector of our economy 
is no longer engaged in the production of 
tangibles such as appliances, automobiles, 
and houses. It is in the service area. 

There are more people employed in 
nonmanufacturing categories, particularly 
in providing services, than there are in 
manufacturing. This new trend became 
manifest in 1953. Since it is unprece- 
dented, we are, in effect, sailing on un- 
charted waters. The most recent figures 
have shown that there are about 35 mil- 
lion employed in performing services, 
compared with 27 million working at 
producing things. 

As a further example of the changes 
which have been taking place in our 
spending habits, it has been estimated 


that Americans spent $40 billion on lei- 
sure luxuries in 1960—an increase of 66 
per cent over 1950. This $40 billion was 
more than double the amount spent on 
our public schools and is just about equal 
to our total defense budget. 

Some economists are of the opinion 
we are frittering away too large a per- 
centage of our disposable income on the 
satisfaction of our personal needs and 
that a large percentage of our income 
should be channeled into serving public 
needs. They feel the service boom is detri- 
mental to over-all healthy economic 
growth. 

Those economists who are pressing for 
more public spending and less service 
spending ignore the remarkably stabiliz- 
ing effect service spending has upon the 
economy. In 1957-1958 when factory em- 
ployment fell 9.5 per cent, consumer 
spending dropped less than two per cent 
—largely because service spending rose 
more than three per cent in the same 
period. 

Commenting on the need for revising 
tax depreciation schedules, Bimson said 
this is essential if we are to compete ef- 
fectively with foreign imports and if we 
are to reduce costs while increasing pay- 
rolls and corporate profits. There may be 
some sort of piecemeal tax credits rec- 
ommended for plant modernization or 
expansion, but present indications are that 
they will not be sufficiently broad in their 
application to effect the stimulus really 
needed. 

A McGraw-Hill survey has indicated 
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that out of a total of $300 billion of capi- 
tal assets in this country, $95 billion, or 
almost a third, are obsolete. 

While Western European and Japanese 
industries have highly modern plants, 
created to compete with us in world mar- 
kets, our domestic industrial plant in part 
has become relatively outmoded. 

Western Germany has a 10-year write- 
off with accelerated deduction in the early 
years. France and Italy allow very liberal 
depreciation allowances, and the United 
Kingdom grants an initial allowance of 
30 per cent for machinery and equipment 
the first year. 

A decisive majority of more than 3,000 
U.S. companies have reported they would 
increase their working capital spending if 
Congress liberalized tax depreciation laws. 

Regarding inventory build-up, Mr. 
Bimson declared that one of the factors 
economists have been giving a lot of 
weight to, in their predictions for an 
upturn in business activity, has been the 
restoration of inventories. 

We have made most of our adjustments 
in inventories, with a drop in the ac- 
cumulation rate from $11.4 billion in the 
first quarter of 1960 to a net decline of 
$4 billion in the fourth quarter. But, 
apparently, we have a little further to go. 
This was indicated by the recent cutback 
in automobile production caused by a 
backlog of over one million new cars in 
dealers’ hands in December—double the 
figure for December 1959. It has been 
only within the last two or three weeks 
that inventories went under one million 
cars. 

This is a part of the delayed reaction 
resulting from a build-up of excessive 
inventories before the steel strike, from 
the increased contractual purchase of for- 
eign durable goods during the steel strike, 
and from the almost unanimous predic- 
tions by economists that the 1960’s were 
to represent a period of tremendous 
growth. 

In the final analysis, what happens in 
the future will depend largely upon the 
consumer—his needs, his desires, and his 
attitude, 

The consumer is activated by a feeling 
of either uncertainty or of well-being. If 
he has a feeling of job security and stable 
employment without labor strife, if he 
senses an expanding economy and pros- 
pects for a rising income, we will see an 
increased demand for durable goods. 


MANAGEMENT TRAINING 

Various approaches to management 
training techniques and philosophy were 
discussed during a panel session mod- 
erated by Murray S. Gelber, chairman of 
the board of Harvill Corporation, Los 
Angeles. Speaking on the panel were 
Walter T. Lucking, president, Arizona 


Public Service Company, Phoenix ; Gerald 
L. Phillippe, comptroller, General Electric 
Company, New York; and Carl J. Thom- 
sen, vice president, control and finance, 
Texas Instruments, Incorporated, Dallas. 

Mr. Lucking pointed out that too often 
our greatest concern has been with meth- 
ods and techniques rather than with the 
foundation and subsequent resu/ts of man- 
agement development. Too often we have 
tried to solve the problems of manage- 
ment development by attacking them in a 
vacuum, without regard for the organiza- 
tion’s structure and objectives or the man- 
agerial climate in which a manager must 
work. 

The direction that management devel- 
opment activities should take in an or- 
ganization cannot be determined solely by 
the personnel department, by an outside 
consultant, or by the offerings of a uni- 
versity. If management development is an 
attitude, then the precise attitude for each 
of our organizations must be determined 
and communicated primarily by its execu- 
tive leadership. In fact, whether or not 
an organization has effective management 
development depends primarily upon the 
chief executive and his ability to carry 
out four basic responsibilities: 

The first responsibility is to establish 
the over-all company objectives that will 
direct the organization toward the best 
possible economic performance. 

The second is to determine how best to 
organize the work and the people that are 
necessary to accomplish the objectives. 

Next, the executive must determine 





GERALD L. PHILLIPPE discussing the man- 
agement development program at GE. 


C. J. KUSHELL, JR., financial vice presi- 
dent, Montgomery Ward & Co., Inc. spoke 
on the subject of “Problems of Growth.” 





what kind of managerial leadership (or 
philosophy, if you choose) is required to 
reach the objectives. 

Finally, he must create a climate that 
will bring into play the full potential of 
every individual, thereby assuring the op- 
portunity for personal achievement along 
with the accomplishment of the organiza- 
tion’s goals. 

Mr. Phillippe limited his comments to 
a description of the training aspects of 
two General Electric programs—the Busi- 
ness Training Course for the development 
of financial personnel, and the Advanced 
Management Course for the advanced 
training of higher-level managers from 
all functions. 

Referring to the Business Training 
Course, Mr. Phillippe explained that it 
is a dual program of (1) rotating, on-the- 
job, work assignments and (2) planned 
evening classwork curriculum. 

The first segment of the dual approach, 
and most important, is on-the-job train- 
ing. General Electric has heartily sub- 
scribed to the philosophy that people 
learn best by doing and that there is no 
adequate substitute for this fundamental 
method of developing administrative skills. 

All their recruits are assigned at the 
outset to specific jobs, even though many 
of these jobs may be somewhat clerical in 
nature. Within practical limits, they are 
rotated among various assignments to pro- 
vide diversity of job experience and to 
reward good performance with increased 
opportunity and responsibility. 

The second segment of the dual ap- 
proach is a formal scholastic program. 
GE offers each man the opportunity of 
attending classes each week on his own 
time after work. The financial courses are 
taught by a faculty composed of their best 
financial people, using the latest materials 
and teaching methods. A basic university 
pattern is followed with homework, 
quizzes, mid-term and final examinations. 
The student receives grades on all quizzes 
and examinations, and a final score grade. 


THE CONTROLLER... PEO PI LAIR Se OIL Tee ae 





287 








Classes are conducted over two semes- 
ters in each calendar year and meet on 
Monday evenings for two hours except 
during the first year when program mem- 
bers also meet a second evening each week 
to study the company’s engineering, man- 
ufacturing, marketing, and public rela- 
tions functions. 

Semesters for the financial courses are 
composed of 15 two-hour discussion ses- 
sions and two two-hour examination 
periods, the latter being held on Saturday 
mornings. 

Functional courses held during the first 
year in areas other than finance meet for 
a total of 25 two-hour discussion sessions. 
Financial and accounting techniques are 
emphasized but major attention is also 
given to the relationship of the finance 









ON LOWER 


No matter how you now handle {| 3 
your paper work, this inde- ¥ 
pendent data-processing and § - 
computer service can help you 
cut clerical costs. 


If You Don’t Have Tabulat- © 
ing Equipment, STATISTI- \ 
CAL can do the entire job for 
you, processing your reports on 
a low-cost, as-used basis. This 


gives you the benefits of the latest automatic 
methods without investing in new equipment. 


If You Plan To Install Data-Processing 
Equipment, STATISTICAL can help you de- 
velop, test and apply procedures to fit your ,. 
needs before major investments are made. Our 
Task Force service can furnish cost-cutting crews 
of temporary workers to help out during the 


initial conversion period. 


If You Have a Tabulating Department, you 
can call on STATISTICAL for help around the 
clock, 7 days a week—on overloads, special 
assignments and other needs. This includes com- 
puter service to supplement your conventional 


equipment for added savings. 


function to other functions and to the 
business as a whole. It requires three years 
for the typical college graduate to com- 
plete these courses. 

At the conclusion of this three-year 
basic training course, the formal classwork 
training period is ended, and the men are 
then placed in responsible supervisory 
positions. 

Mr. Phillippe then described GE’s Ad- 
vanced Management Course (AMC), a 
nine-week, off-the-job, formal course con- 
ducted at their Crotonville, New York, 
facilities. He explained that, as with most 
advanced management courses, the stated 
objectives of AMC can be reduced to a 
few basics. The course generally aims to 
make better high-level managers and con- 
sequently to make General Electric a 
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better-managed company by (1) broaden. 
ing the manager's approach to over.al| 
business problems; (2) opening new 
horizons in the social, political, and exo. 
nomic environments of the businessman: 
(3) improving his skills of thinking 
forming concepts, and deciding; and (4) 
strengthening his awareness that map. 
agerial education is a process that must go 
on during his entire career, and not just 
during formal courses. 

The subject matter of the course js 
chosen with the objective of establishing 
concepts around which the participants 
might re-orient and re-evaluate the 20 
years of experience which the average in- 
dividual brings to Crotonville. 

This subject matter is divided into two 
major sections: 

The first section deals with the most 
significant elements of the environment 
in which GE operates; the second section 
deals with the work of a manager, plus a 
consolidation and review of the course 
concepts in order to suggest ways and 
means of utilizing the experience the par- 
ticipants have gained. 

For a more specific example of course 
content, the second section of the course 
on the work of a manager deals with such 
factors as (1) obtaining, utilizing and 
retaining information for decision-mak- 


| ing; (2) work, authority and organiza- 


tion; (3) the individual and the organiza- 
tion; and (4) value, judgment and 
measuring. Focus of the course is on con- 
cepts and their application to managerial 
situations. 

Educational methods best suited to 
adult study of the respective subjects are 
used. These include work sessions for 
both small discussion classes and joint 
sessions; talks by and discussions with 
outstanding authorities on particular as- 
pects of the subject matter under con- 
sideration, including both company of- 
ficers and experts from outside General 
Electric; individual reading programs; 
and reports by both individuals and 
groups of participants. 

The individual is closely associated 
during the course with other General 
Electric men from a variety of businesses, 
functions and organization levels. Thus, 
there is abundant opportunity for exten- 
sive exchange of views on the subject 
matter of the course and on other matters 
of common interest. 

Mr. Thomsen explained that the train- 
ing philosophy of Texas Instruments In- 
corporated is similar to that of many other 
companies, but in addition, it has recog: 
nized the many advantages available 
through “‘outside’” training courses and 
seminars such as those offered by the 
American Management Association. He 
cited figures to show that there has been 4 
steady increase over the years in the num- 
ber of their management personnel who 
have participated in these sessions. 

One of the more important advantages 
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inherent in outside training is the op- 
rtunity it provides for exchanging view- 
ints and experiences with other manage- 
ment people Foss a wide range of business 


and industry. 


THE ART OF MERGER 


What are some of the questions that 
must be answered in considering any 
merger? , 

William E. McKenna, vice president 
and treasurer of Litton Industries, Inc., 
informed the members that he considered 
these basic: 

Is the proposed merger a good one? 

Does a combination of the companies 
involved make sense? 

How well do the merging companies 
ht’? 

* ill some new and additional values 
arise by putting the two companies to- 
gether? 

In short, can two and two be made to 
equal five or more? If they cannot, then 
a merger falls short of its goal—all that 
is being wr is propagation of 
numbers. No plus values arise. 

Mr. McKenna declared that when ap- 
proaching a merger, it is important that 
the financial and legal departments of the 
corporation work closely. This is necessary 
because of the fact that there are many 
problems with both financial and legal 
overtones. For example, an acquisition 
may appear to be ideal from a financial 
standpoint, but legal counsel may con- 
clude that it should not be consummated 
because of possible anti-trust problems. 

The tax and accounting problems of a 
merger are so important that some “‘feel- 
ing” for them is highly desirable on the 
part of all who are directly concerned in 
the matter, including operating person- 
nel. On the other hand, these problems 
sometimes become so complex that often 
it is necessary to obtain the most expert 
accounting and tax opinion in order to 
resolve them. 

While mergers may be made to pro- 
mote diversification, to increase manufac- 
turing capacity, to round out product 
lines, to buy time in the development of 
marketing organizations, to increase the 
corporate base for competitive reasons, 
etc., taxes always play an important part 
in implementing the merger. At the same 
time, they are seldom an important con- 
sideration in motivating the merger. 

From the buyer’s point of view, a tax- 
able transaction is generally desirable in 
cases where the purchase price exceeds 
the adjusted tax Dasis of the assets ac- 
quired. A nontaxable transaction is pref- 
erable in cases where the acquired corpo- 
ration has certain desirable tax attributes 
such as net operating loss carryovers, high- 
basis low-value assets, etc., which the ac- 
quirer desires to preserve and utilize. 

From the seller’s point of view, the 
most important consideration is, of course, 
that the exchange or “‘sale” be tax free. 
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In addition, it is of considerable im- 


portance to insure that steps are taken | 
to inform and reassure the personnel of | 
the acquired corporation as to the part | 
they will be expected to play in its future | 
activities. They should not be left with | 


feelings of oe and uncertainty. 
The acquire 
tractive to the acquirer, in large part, be- 


cause of the hard work, skills and loyalties | 


of its management and employes. 

And so, the merger route is not simple. 
It combines all the elements of both art 
and science. It involves advanced tech- 
nological, marketing, manufacturing, fi- 
nancial and legal concepts—but most im- 
portantly it involves people and it cannot 
be approached carelessly with any hope 
that economic good can result. 


RECOGNITION OF 
THE CONFERENCE “TEAM” 


Roger A. Yoder, chairman of the 
Institute’s board of directors, presiding 
at the Closing Luncheon, introduced 
W. James Miller, treasurer of the Del E. 
Webb Corporation and president of the 
host Control. Mr. Miller, in turn, intro- 
duced the following members of the con- 
ference executive committee and expressed 
his appreciation for a job well done: 

General chairman, John E. Griffith, 
Phoenix Title & Trust Company; vice 
chairman, James Dismuke, Valley Na- 
tional Bank; Merle L. Hartley, retired 
member, chairman, Arrangements Com- 
mittee; Don A. Leahy, Allison Steel Man- 
ufacturing Company, chairman, Finance 
Committee; Charles Bessenger, Arizona 
Biltmore Estates, Inc., chairman, Housing 
Committee; James A. Beaman, Affiliated 
O'Malley Companies, chairman, Ladies 
Hospitality Committee; Robert W. Reh- 
feld, Southwest Forest Industries, Inc., 
chairman, Publicity Committee; Chester 
D. May, Western Military Electronics 
Div., Motorola, Inc., chairman, Reception 
Committee; Clifford A. Clements, Cow- 
den Livestock Company, chairman, Reg- 
istration Committee; and Glenn D. Over- 
man, Arizona State College, chairman, 
Speakers’ Hospitality Committee. 

Presiding over the various sessions 
were: 

Robert A. Frampton, president of the 
Vancouver Control; Theodore W. Fryou, 
president of the Portland Control; Harold 
W. Haynes, president of the Seattle Con- 
trol; Harold K. Merrill, Western Area 
vice president; Robert W. Johnson, presi- 
dent of the San Francisco Control; and 
L. E. Kelly, president of the Los Angeles 
Control. 


EDITOR’S NOTE 22233222 Bae Ere 
More complete texts of the Management 
Training panel session and further expan- 
sion of the Merger topic will be published 
in future issues of THE CONTROLLER. 


corporation was made at- | 


"You pat my back, ete.” 


For the more cynical minded, that’s the 
only reason why a particular banker does 
business with a particular broker. The 
broker makes a deposit. The banker re- 
ciprocates with orders to buy or sell 
stocks and bonds. 


Sounds simple, doesn’t it? 
Maybe even too simple. 


We happen to believe that there are 
lots of other ways a broker can benefit 
a banker, lots of other things that in the 
long run might prove to be at least as 
valuable as deposits alone. 


For example, here at Merrill Lynch 
we've geared ourselves to provide— 


Current quotes, specific security 
prices for most any date in the past, 
or complete portfolio evaluations 
for estate purposes... 


Fast and efficient execution of all 
legal transfers . . . 


A wealth of printed reports on busi- 
ness in general—on individual in- 
dustries and companies—on stocks, 
bonds, and commodities. Two mil- 
lion dollars worth of research in- 
formation a year, in fact, for the 
benefit of your key executives and 
important customers... 


Last minute facts for your repre- 
sentatives on local business develop- 
ments in thousands of communities 
through our 130 offices from coast- 
to-coast... 


These are some of the services that 
thousands of banks from coast-to-coast 
currently use to advantage. 


If you’re not using these services 
already, if you have what you feel are 
rather unusual brokerage requirements, 
perhaps we can help. 


There’s no service charge. Never an 
obligation, either. Simply address— 


ALLAN D. GULLIVER, Vice President 
Bank Relations Department 


Merrill Lynch, 
Pierce, Fenner & Smith 


INCORPCRATEODO 


Members New York Stock Exchange 
and all other Principal Exchanges 
70 PINE STREET, NEW YORK 5,N. Y. 
142 offices in U.S., Canada and abroad 


Total assets in excess of $600,000,000 
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CINCINNATI, OHIO 


Frank S. Capon (right center), presi- 
dent of Controllers Institute of America, 
extended official congratulations to the 
members of the Cincinnati Control of the 
Institute on the occasion of their 25th 
anniversary dinner in Cincinnati on April 
13. Others participating included Ralph 


W. Miller (upper left standing), a past 
president of the Control, who served as 
toastmaster, and James F. Allen (right 
above), a charter member and first presi- 
dent of the Cincinnati Control, who spoke 





about the Control’s early years. Those 
attending also heard an address on “In- 
ternational Economic Developments” by 
William A. Mitchell, chairman of the 
board, Central Trust Company, Cincinnati. 





THE NORTH CENTRAL AREA OPERA- 
TIONS COMMITTEE’S spring meeting on 
March 29, was timed to coincide with the 
celebration of the Cincinnati Control's 
25th Anniversary to enable many directors 
and Control presidents in the North Cen- 


ON Raa eee san siege a rr 


tral area to attend. Seated in the center 
of the first row is Edward M. Karrmann, 
senior vice president, treasurer and con- 
troller of American United Life Insurance 
Company, who is vice president for the 
North Central area, while C. K. Mece- 


Cracken, vice president-Corporate Affairs, 
the Procter and Gamble Company, a di- 
rector from Region VI is immediately left 
of Mr. Karrmann; far left is Maurice Grif- 
fin, secretary and treasurer, Woodall |n- 
dustries, Inc., a director from Region V. 
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POSTSCRIPT TO THE EASTERN AREA 
CONFERENCE* 


Honored guests 

at the closing luncheon 

shown with speaker 

Drew Pearson (center) 

of Washington Merry-Go-Round fame 
were Robert W. Michie, 

conference general chairman; 

Frank S. Capon, CIA president; 

Stuart W. McLaughlin, Eastern Area 
vice president; and 

Roger A. Yoder, 

chairman of the CIA board of directors 
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ria A highlight 
of the Eastern Area Conference 









1 was an address on U. S. Canadian 
relations by The Honorable 
Maurice Schwarzmann, 
Minister-Counsellor (Economic), 
Embassy of Canada 

James J. Doyle, 

director of finance, 

the Port of New York Authority, 

presiding at the Conflict of 

Interest session during 

the Eastern Area Conference. 

Jim is president of 

the New York City Control 

and a newly elected 

director for Region III 
ies George W. Fraser, 
di- executive vice president, 
left Hoffman Beverage Company, 
rif * Held April 8-10 at the Shoreham Hotel in ie eater wags ——, 
In- Washington, D. C. and reported in the May abeerrg sk . pepe 
V. 1961 issue of THE CONTROLLER, pages 230, U. S. session of the 
231, 250, 251. Conference 
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CIA >> NEWs 


PICTURES FROM TOP TO BOTTOM 








A meeting of the Committee on Se. 
curities & Exchange Regulation of Con. 
trollers Institute was held on April 6, 
1961 in Washington, D. C., prior to the 
Eastern Area Conference. 


Present, in addition to committee mem- 
bers, were Commissioner Byron D. Wood. 
side and Chief Accountant Andrew Barr 
of the Securities & Exchange Commission, 


Shown at the far side of the table (left 
to right) are George Ingram, Jr., com- 
mittee vice chairman; Mr. Woodside; and 
Robert W. Michie, general chairman of 
the Eastern Area Conference. 


The Federal Taxation Committee of 
Controllers Institute met in New York to 
discuss proposed recommendation to the 
House Ways and Means Committee. 
Chairman of this Committee, Frank V. 
Olds, assistant comptroller, Chrysler Cor- 
poration, is shown on the far side of the 
table, the fifth from the right. An account 
of their recommendation is published on 
page 301 of this issue of THE CONTROL- 
LER. 


At the seventh annual Controllership 
Forum, sponsored by the Syracuse Con- 
trol of Controllers Institute and held on 
April 18, 1961, presentations for out- 
standing student achievement in account- 
ing were made to Robert W. Clark (third 
from the left), Syracuse University, and 
Joseph D. Domachowski (third from the 
right), LeMoyne College. 


Hans C. Todt (second from the left), 
chairman of the Committee on Education 
of Controllers Institute and comptroller 
of Bristol Laboratories Division, Bristol- 
Myers Company, and J. H. Baker (sec- 
ond from the right), assistant treasurer 
of the Carrier Corporation and a mem- 
ber of the Education Committee of the 
Syracuse Control, made the presentation. 


Dean William T. Jerome Ill (left), Col- 
lege of Business Administration, Syracuse 
University, and the Rev. Robert Mitchell, 
S.J. (right), Dean of LeMoyne College, 
also participated in the ceremonies. 





THE CONTROLLER 
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RCA Industry Specialists 
know your EDP problems because 


they’ve lived your problems! 





RCA Electronic Data Processing brings great 
care and a wealth of experience to help you reach 
sound decisions on computer applications. Take, 
for example, the assistance of RCA’s staff of Indus- 
try Specialists. 


Each Industry Specialist is thoroughly experienced 
and an expert of consultant caliber in his own field. 
Each has been carefully selected from the upper 
echelons of the area which he represents. His knowl- 
edge has been gained from his career—not just 
from a classroom. 


His counsel is available to you whenever your com- 
pany wants to consider electronic data processing. 





He will help you find the most profitable areas of 
application. Together with RCA systems analysts, 
and your own key people, he will work to find the 
paths to maximum results for your data process- 
ing dollar. 


RCA’s staff of Industry Specialists now cover the 
following fields: all phases of manufacturing, retail- 
wholesale, insurance, brokerage, banking, transpor- 
tation, publication, and public utilities. The services 
which these specialists provide is typical of RCA’s 
policy of responsiveness to your individual 
EDP problems. For information write: RADIO 
CORPORATION OF AMERICA, Electronic 
Data Processing Division, Camden 8, New Jersey. 


The Most Trusted Name in Electronics 
RADIO CORPORATION OF AMERICA 











What Price 
Paperwork ? 


Who understands the lingo in this new 
questionnaire? 

What good purpose will it serve? 

When can we complete this one 
out overtime? 

Where can we get this information? 

Why don’t they fit their requests to our 
records? 

How many other agencies requested 
these data? 





with- 


Frustrating whos, whats, whens, wheres, 
whys, and hows have been exploding 
around business offices for years. The 
likely target: a government report or ques- 
tionnaire. You must be familiar with 
many of them because there are about 
3,000 authorized report forms now cir- 
culating between business and govern- 
ment. 

Reports, it seems, have always been 
with us, and always will be. At least one 
federal report has been in use since 
1796.* The growing burden they create 
stems largely from the amount of work 
and expense involved. 

At times you’ve probably wished that 
statistics had died on the vine somewhere 
along the line. Admittedly, however, most 
of the heavy paper traffic moving through 
our offices is essential. In fact, there is a 
growing need for accurate and adequate 
economic data. With a storehouse of 
relevant facts available, policy-making de- 
cisions in business and government can be 
made with greater efficiency and dispatch. 

But what, you ask, is being done to 
make federal statistics less burdensome, 
more efficient, and more useful ? 


A COUNSELLING AGENCY 

The first significant step in bringing 
mushrooming government questionnaires 
under some semblance of control goes 


* Ships Articles Report of the Coast Guard. 
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back to 1942 when the Federal Reports 
Act was passed. It pointed the way for 
more useful statistical reporting, with 
maximum economy, and minimum bur- 
dens on business. The Office of Statistical 
Standards of the Bureau of the Budget 
was given the responsibility for carrying 
out these objectives. The OSS, while fa- 
miliar with the needs and problems of 
federal agencies, was not acquainted with 
the practical business aspects of statistical 
reporting. 

To fill this void, then Director of the 
Budget, Harold D. Smith, invited five 
national business groups to act as a coun- 
selling agency in connection with the war- 
time barrage of federal questionnaires. 
The group was designated as the Advisory 
Committee on Government Question- 
naires. Organizations selected were: Con- 
trollers Institute of America, the Ameri- 
can Retail Federation, the American 
Society of Association Executives, the 
Chamber of Commerce of the United 
States, and the National Association of 
Manufacturers. 

These organizations, after 19 years, 
still remain as sponsors of this advisory 
group, which is now known as the Ad- 
visory Council on Federal Reports. The 
sponsors are responsible for its operations 
and financing. Each is broadly representa- 
tive of business, including small business. 
The Council is one of the oldest and most 
active of government-industry advisory 
groups. It is the only one financed and 
managed entirely by business associations. 

Functions of the Council may be sum- 
marized as follows: 


1. To advise the Bureau of the Budget 
on ways to reduce burdensome paperwork 
resulting from federal surveys and record- 
keeping requirements. 

2. To suggest improvements in report- 
ing methods and statistical classification 
systems. 

3. To serve as a liaison between gov- 
ernment and business on problems relat- 
ing to statistical activities—making known 
the needs of business and industry. 

4. To select committees and panels of 
qualified business representatives to per- 
form these functions on behalf of gov- 
ernment and business. 


The Council is governed by 25 mem- 
bers—three each from the five sponsoring 
bodies, eight as members at large, plus 
two active past chairmen. It functions 
mainly through committees, whose mem- 
bers serve on a voluntary basis and with- 
out compensation of any kind. There are 
upwards of 20 of these committees serving 
throughout the year—representing a broad 
base of economic activity. They comprise 
a task force of some 500 business special- 
ists who devote countless man-hours a 
year to thorough study of federal report 
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forms. Their job is to make recommenda- 
tions that would limit, simplify, and im- 
prove the forms under review. They are 
not only concerned with eliminating what 
is bad but improving what is good and 
useful. 


MAKING REQUESTS FOR DATA 


When a federal agency makes a request 
for data it is referred by the Bureau of 
the Budget to the Council. Depending on 
the nature and scope of the request it js 
then referred either to a committee or, if 
affecting a broad segment of business, to 
a special panel. Each group sticks to its 
job until the issues are resolved. Recom- 
mendations are then submitted to the 
Bureau of the Budget. Over the years, the 
Bureau's acceptance of a very high propor- 
tion of the Council’s recommendations in- 
dicates the system is working to the 
mutual satisfaction of government and 
business. 

Since its inception, the Advisory Coun- 
cil has enjoyed a fine working relationship 
with the Bureau of the Budget. Continued 
cooperation was assured by the new 
Budget Director, David E. Bell, and his 
staff in a meeting with the Council mem- 
bers on March 30. 

In 1960 Council members held more 
than 100 meetings—reviewing in detail 
several hundred reporting projects. They 
consulted with officials from nearly every 
federal agency. Wholehearted support 
from qualified management people has 
helped make possible more simple, intel- 
ligible, and efficient ways to get only that 
information necessary to achieve the pur- 
pose of the program. 

Recent council projects included review 
of a plan to increase the volume and de- 
tail of statistics relating to the transporta- 
tion of goods. The committee on scientific 
and technical personnel is assisting federal 
agencies to improve their surveys in the 
area of research and development. The 
recommendations by the Council's com- 
mittee on the reporting involved in mar- 
keting and production of petroleum and 
natural gas will be submitted soon. A 
simplified form for reporting the effects of 
National Aeronautics and Space Agency’s 
expenditures on small business supplies 
was achieved through Council coopera- 
tion. The Council was asked for industry 
recommendations on Walsh-Healey sur- 
veys proposed by the Department of Labor 
to set prevailing minimum wages in three 
industries—motors and generators, ma- 
chine tools, and drugs and medicine. 

Recent surveys disapproved by the 
Bureau of the Budget after receiving a 
committee’s recommendations: Restaurant 
survey on practices relating to serving 
dairy products and competing products to 
customers; study of “merchandising prac- 
tices’’ for dairy products in restaurants in 
two cities; three related surveys to 1n- 
vestigate market potentials for hides and 
leather. 








enda- 
1 im- 
y are 
what 

and 


quest 
u of 
2 on 
it is 
or, if 
Ss, to 
O its 
com- 

the 
, the 
)por- 
S$ 1n- 
the 
and 


oun- 
ship 
ued 
new 
| his 
1em- 


nore 
etail 
They 
very 
port 

has 
itel- 
that 
pur- 


ew 


rta- 
tific 
eral 
the 
The 
om- 
nar- 
and 


s of 
cy’s 
lies 
ra- 
stry 
sur- 
bor 
ree 
na- 





¥.UM 


A CASE FOR CONGRESSIONAL ACTION 


Getting rid of reports, at times, is al- 
most a hopeless task. Back in 1955 the 
Hoover Commission Task Force on Paper- 
work Management recommended the use 
of Withholding Tax Statement (W-2 
form) for social security as well as in- 
come tax purposes. This would avoid 
duplicate reporting by eliminating the 
Employers Quarterly Federal Tax Return 
(Form 941). 

A bill to achieve this streamlining was 
first introduced in the 84th Congress 
and later re-introduced. So far there has 
been no affirmative action, despite strong 
backing by the Administration, the In- 
ternal Revenue Service, and the Social 
Security Administration. The Bureau of 
the Budget and the Advisory Council on 
Federal Reports also joined in endorsing 
the bill. Six years after the initial recom- 
mendation, nothing has happened to cor- 
rect this waste of time, effort, and money. 

It is estimated the proposed change 
would save employers over $20 million a 
year, plus sizable savings for the Federal 
Government. Nearly four million em- 
ployers could be relieved of the need to 
file (for social security purposes) 14 mil- 
lion separate quarterly wage reports each 
year, covering over 230 million wage 
items. 

The Advisory Council, along with other 
interested groups, is continuing to press 
hard for this relief which is of major con- 
sequence to most companies. 

For all its varied activities, the Council 
operates on a modest budget. Not one 
dollar comes from public funds. The cost 
is borne by Controllers Institute of Amer- 
ica, the Chamber of Commerce of the 
United States, the National Association 
of Manufacturers and the American Re- 
tail Federation, plus contributions from 
about 150 trade associations which funnel 
their contributions through the American 
Society of Association Executives. In 
terms of benefit produced per dollar of 
cost, it would be hard to match the Coun- 
cil’s record. There is no way of determin- 
ing actual savings but they mount into 
the millions. 

The importance of the Advisory Coun- 
cil’s efforts can be measured, to a degree 
at least, by the money industry spends in 
answering the thousands of questionnaires 
sent to it by federal agencies. It’s a pretty 
safe bet that the total will run into many 
millions. Efforts are now under way to get 
a better idea of what the price tag might 
be in certain areas. 

A congressional subcommittee has is- 
sued a report dealing with the burden of 
costs on business imposed by federal ques- 
tionnaires. Among other things, the re- 
port stated: “Decision by a federal data 
collecting agency to spend $1 of public 
funds may generate a respondent cost of 
$10 or $100. It seems reasonable that a 
federal agency give as much attention to 


the cost it is inflicting upon the public as 
to its own direct costs.” 

In an effort to get this burden-measur- 
ing data, the Advisory Council has sub- 
mitted recommendations to the Bureau of 
the Budget on a cost-finding project. The 
Bureau of the Budget is now exploring 
ways to implement these recommenda- 
tions. The special Council committee has 
done its best to devise a procedure that 
would not make a difficult reporting bur- 
den worse, recognizing that measuring the 
cost of one report might result in a sec- 
ond. Such cost figures can serve as a use- 
ful guide and, possibly, as a deterring 
force to “‘report-happy”’ groups. They will 
tend to encourage a search for less expen- 
sive ways of meeting needs for informa- 
tion. 


SUBSTANTIAL SAVINGS POSSIBLE 


Since World War II, defense contract 
paperwork remains dollarwise a most im- 
portant area of opportunity for simplifica- 
tion and cost reduction. A committee of 
aerospace contractors recently wrote the 
Budget Director that ten of the largest 
contractors spend about $100 million a 
year preparing government-requested re- 
ports. They estimate that very substantial 
saving could be made. This is an area that 
will be studied by a committee of the 
Council. 

Industry officials who dig into the prob- 
lem believe that substantial dollar savings 
are possible. The Advisory Council ac- 
cepts the assignment of trying to pinpoint 
places where large-scale savings can be 
made without injury to public interest. 

The Council now has two committees 
on financial reports and records retention 
to work on this problem. We intend to 
appoint a third, composed of the most 
qualified company officials to search for 
savings. They will advise the Bureau of 
the Budget of their findings. In this effort, 
the Council and the Bureau will need all 
the help industry can give. 

As more management people become 
aware of the over-all reporting problems 
and the role of the Bureau of the Budget 
as coordinator and administrator of fed- 
eral statistics, work of the Advisory Coun- 
cil can be made more effective. There is a 
vast potential for improvement in han- 
dling government paperwork which can 
benefit both government and _ business. 
This potential can be realized only if the 
Council’s services are understood and 
utilized. 

Some suggestions: Recommendations can 
be made at any time. Reporting problems 
can be channeled, through the Council, 
to the Bureau of the Budget. Send sug- 
gestions to Russell Schneider, Executive 
Secretary, Advisory Council on Federal 
Reports, 1001 Connecticut Avenue, N.W., 
Washington 6, D. C. Let the Council 
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know when and where it might help. The 
Council and the Bureau will try to supply 
the how. 

It is well to remember that, unless 
authorized by the Bureau of the Budget, 
practically all government questionnaires 
are illegal under the Federal Reports Act. 
Approval is indicated on the upper right 
hand corner of the face page. Unauthor- 
ized, or “bootleg” forms, should be in- 
vestigated before being answered. Re- 
porting on these should be delayed until 
the Council or the Bureau can determine 
the official status. 

Government questionnaires are not al- 
ways paper reports. They may be letters, 
wires, phone calls, or personal interviews. 
They may come from a third party, acting 
for the Government. Also, whether re- 
ports are voluntary or mandatory can be 
determined by contacting the Council’s 
office in Washington. 


ACTION FOR CONTROLLERS 


There are probably several opportu- 
nities for controllers to act individually or 
in concert to help solve paperwork prob- 
lems. A special committee may be indi- 
cated. Timely bulletins on complicated 
questionnaires, for example, could be 
helpful. Certainly more standardized busi- 
ness forms are desirable. Uniformity in 
accounting concepts, bookkeeping records, 
and methods would simplify the process 
of reporting for both business and govern- 
ment. This may seem visionary, but to- 
day's visions become tomorrow’s realities. 

As government activities expand and 
grow more complex, the size and cost of 
its paperwork requests will likely increase. 
Those whos, whats, whens, wheres, whys, 
and hows will probably persist. But the 
Advisory Council on Federal: Reports, 
with strong support from business man- 
agement, can and will do much in holding 
burdens and frustrations to a minimum. 
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THEODORE G. REDMAN is a director, vice presi- 
dent, and comptroller of Swift & Company, Chi- 
cago, Illinois, where he has the responsibility 
for over-all accounting operations of the com- 
pany. He is chairman of the board of the com- 
pany’s two insurance affiliates, Security Mutual 
Casualty Company and the Globe Life Insurance 
Company. He is also chairman of the twenty- 
five member Advisory Council on Federal Reports. 
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IBM 1401 
DATA PROCESSING 
SYSTEM 


Direct input to a computer without man- 
ual keypunching—that’s how the 1418 
dramatically boosts input speeds, and 
raises over-all efficiency. 

Typical example: in a job that normally 
would call for 20,000 punched cards, the 
1418 reduces 200 hours of keypunching 
and verifying to one hour of “reading.” 
The 1418 reads numerical data and marks 
on bills, invoices, checks and other papers 
at speeds up to 480 characters a second... 
and up to 400 documents a minute. 








Reading is optical—no special inks re- 
quired. Documents prepared on 407 
accounting machines, 1403 printers, type- 
Writers equipped with IBM 407 type, or 
tredit imprinters with elongated 407 type, 
ate the “reading matter” for the 1418. 
Since your 1401 computer controls the 
feeding of documents into the 1418 reader, 
you can get either continuous or inter- 
tupted feeding for special processing. 

Depending on your needs, there are two 
1418 models to select from. One has three 





stacking hoppers. For more complex sort- 
ing jobs, there’s another with thirteen 
which sorts documents either under 1401 
control, or independently. 

Optional features include: a second op- 
tical reading station which permits two 
lines to be read on a single pass; a mark 
reading station for reading pen or pencil 
marks optically. 

For more facts about how the 1418 :in- 
creases the through-put of your 1401 Sys- 
tem, call your IBM Representative. 


® 
DATA PROCESSING, ' 











(Continued from page 284) 


to pass on cost savings to customers 
through lower prices. This provision has 
been an ineffective part of the law, how- 
ever, and companies seeking to use the 
cost defense in cases brought against them 
under the Robinson-Patman Act have 
been unsuccessful for the most part. 

The major factor which has led to a 
vital part of the law becoming unimpor- 
tant has been the weakness of cost ac- 
counting systems. Accountants’ preoccu- 
pation with average costs, their failure to 
separate costs by products, and the lack 
of appreciation of the nature of costs 
needed for cost justification under the 
law have made it impossible for most 
companies to justify different prices on 
the basis of differences in cost. 

Here is an area where the controller 
has an opportunity to increase his service 
to operating management. Indications of 
increased activity by the Federal Trade 
Commission in the field of price discrimi- 
nation, possible limitations on the use of 
functional discounts as a means of justify- 
ing price differences, and the recent de- 
cision of the Supreme Court in the An- 
heuser-Busch case restricting geographical 
differences will make it necessary for 
companies either to eliminate price dif- 
ferences or to develop adequate cost jus- 
tification for the differences. The chal- 
lenge is there if the problem is recognized 
and given the same careful attention that 
is given to tax problems. 


ACQUISITIONS AND MERGERS 


In mergers the controller is likely to 
take a leading part both in the negotia- 


How to Live with the Antitrust Regulations 


tions and in the integration of the com- 
panies. The Justice Department and the 
Federal Trade Commission have been 
zealous in their attack on mergers which 
reduce competition. The 1950 amendment 
to Section 7 of the Clayton Act increased 
the scope of the law by forbidding the 
acquisition of competitors’ assets as well 
as their stock. Some mergers have been 
attacked by the Government on the basis 
of the reduction of competition in a single 
product in some geographical area. 

The controller must develop adequate 
data on companies being considered for 
acquisition. It would be a help to man- 
agement if these data accurately reflected 
the products and areas where the company 
to be acquired competes with the purchas- 
ing company. If this information were 
available, it might be possible to dispose 
of a product or sales outlet so that no 
reduction of competition would result 
from the acquisition. If there is any ques- 
tion concerning the ultimate result of the 
merger, careful development of the ac- 
counting system in the merged companies 
and a detailed segregation of assets will 
make it possible to effect any necessary 
divestiture with a minimum of trouble for 
the two companies. 

The internal auditing function can be 
an invaluable aid to management in spot- 
ting problem areas before legal action is 
brought against a company. Top manage- 
ment may be very careful to avoid actions 
which might bring a company into trouble 
under the anti-trust laws. Their legal ad- 
visors will help them to develop carefully 
worded policies with respect to price con- 
cessions to buyers, tie-in sales, exclusive 


PRICING POLICY AND THE LAW 

New directions in the application of the antitrust laws to 
business pricing policies will most likely be: (1) increased 
attention to price fixing and related types of deliberate law 
violation; (2) increased use of criminal prosecutions; (3) 
reduced interest in the so-called problem of “administered 
prices’; and (4) renewed but probably unsuccessful efforts 
to revitalize ‘Fair Trade” pricing and to extend the Robin- 
son-Patman Act's restraints upon geographical price differ- 


entials. 


These were the new directions foreseen by James A. Rahl 
of the School of Law of Northwestern University in a talk 
on May 18 before the National Industrial Conference 
Board members. He added the warning that ‘businessmen 
who maintain illegal, clandestine relations with competitors 
in the face of these plain signs of danger are inviting busi- 
ness ruin and personal disaster.”’ 





dealing, and so on. But lower levels of 
management do not have legal advisors 
and they may fail to recognize the legal 
implications of their actions or may feel 
that they will not get caught. In either 
case the company can find itself in trouble 
forced to defend itself in court at a hi h 
cost for legal expenses, through the un- 
authorized actions of lower management, 


EXCLUSIVE DEALING 
AND SALES CONCESSIONS 


The internal auditing staff is the one 
group that has the opportunity to investi- 
gate in detail the entire activities of the 
firm. If the members of this staff have 
been adequately trained, they will recog. 
nize and investigate those activities which 
could lead to adverse legal action. Audit- 
ing procedures to verify compliance with 
pricing policies and customer relation- 
ships can be developed just as well as 
procedures to verify compliance with ac- 
counting policies. They could save com- 
panies more money than many of the cur- 
rent internal auditing activities. 

Sales personnel in their anxiety to make 
a sale may take illegal actions directly 
contrary to company policy. Farm imple- 
ment companies had to spend thousands 
of dollars to defend themselves against 
charges of exclusive dealing because sales- 
men in the territories had told dealers 
that if they did not drop a competing line 
they would lose their franchise. There 
are innumerable instances where salesmen 
have given special discounts to a customer 
in direct violation of the law as well as 
company policy. In each of these cases 
an alert internal auditor might have 
picked up indications of the illegal prac- 
tices. In the latter case in particular it is 
obvious that an auditing procedure which 
checked realized prices against published 
price lists would bring to light any viola- 
tions. As with most auditing procedures, 
if it became known generally that spot 
checks of this type were made regularly, 
most sales personnel would refrain from 
giving any special concessions. 


PUBLIC RELATIONS 

Accounting and the preparation of fi- 
nancial reports are fundamental aspects of 
the controller’s position. The performance 
of these activities is conditioned by many 
factors, particularly income-tax laws and 
SEC regulations. The income-tax laws 
have had a pernicious effect upon account- 
ing and financial reporting, in that the de- 
sire to minimize taxes has led to practices 
which distort the financial picture of the 
company. The result is a frequent mis- 
understanding on the part of the public, 
leading to demands for legislation ot 
prosecution of the “‘profiteers.” 

High return on investment is shown 
by companies engaged in substantial re- 
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search through the practice of charging 
off research expense currently rather than 
capitalizing it. The public understands 
generally that a company that invests a 
million dollars in a machine which will 
be used for five years must recover the 
cost of that machine in those five years. 
An equally convincing argument has not 
been made to the public that an invest- 
ment in research and development of a 
new product which will have an economic 
life of five years must be recovered from 
sales in those five years. The treatment of 
leases is another example of a practice 
which leads to overstatement of return on 
investment. 

It must be realized that financial reports 
become public documents which may be 
read and discussed by persons other than 
stockholders. If these documents mislead 
the layman in his evaluation of the eco- 
nomic and social performance of com- 
panies or industries, the result is likely to 
be public hearings, Congressional probes, 
new legislation, or legal prosecution. 
Many anti-trust proceedings originate from 
general complaints about a company. The 
legal attack is not a direct result of the 
disclosure of violations of the law, but 
rather is an action which is believed to be 
a way of prosecuting the company for its 
failure to perform in the public interest. 

A legal distinction was developed many 
years ago to distinguish those companies 
“vested with a public interest’ from the 
typical industrial concern. Public utilities 
thus became a class of firms which re- 
ceived different treatment under the law. 
Today this distinction has become blurred 
and any major corporation in this country 
is regarded now as being vested with a 
public interest. Indeed, the industrial 
leaders of this country have made this 
point and reiterated it at every oppor- 
tunity. The controller must back up these 
statements by making sure that the public 
disclosure of the financial data of the 
company indicates to all concerned that it 
is being operated in the public interest. 


THE CONTROLLER AT COURT 

There is but one major point to be 
made concerning the role of the con- 
troller as an advisor to the chief executive. 
The majority of the chief executives of 
companies have only a superficial knowl- 
edge of financial data. When they appear 
before Congressional committees, at Fed- 
etal Trade Commission hearings, in court 
and other places where questions con- 
cerning profits, costs, return on invest- 
ment, and so on are discussed, they make 
serious blunders. Although prepared state- 
ments which they read are usually screened 
by a financial advisor so few glaring errors 
are made, when the questioning starts the 
experts from the committees, government 
agencies, and labor unions use their su- 
perior technical knowledge to undermine 
the executive’s testimony. 

It is appalling how naive can be the 
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answers which top executives give to eco- 
nomic and financial questions. At these 
same hearings, unions and governmental 
agencies present testimony by experts. In- 
dustry in general has done a very poor 
job in making its case before the public, 
and one of the big reasons is that the testi- 
mony is given by chief executives rather 
than by the technical experts. The con- 
troller should be willing and able to ap- 
pear as an expert in such proceedings, and 
he should use his influence as an advisor 
to the chief executive to encourage greater 
use of technical experts. If he fails in 
this endeavor, he should at least accom- 
pany the chief executive and try to keep 
him out of trouble. It isn’t only the lawyer 
who is needed to keep the chief executive 
from making statements which will dam- 
age the cause which he is supporting. 


FUTURE BUSINESS MORALITY 


A final observation concerns the con- 
troller’s activities as one of the policy- 
making officers of a company. He might 
well take a more active part in discussions 
concerning policies which involve anti- 
trust considerations. There is a tendency 
in such discussions to rely upon the views 
of the lawyer on the committee. These are 
not, however, legal issues exclusively. 

Many lawyers have the same failing as 
many accountants—that is, they keep look- 
ing at the past. The lawyer is trained to 
respect precedent and he should have a 
complete knowledge of the relevant deci- 
sions. He may not be the most observant 
person with respect to social trends which 
will lead to changes in laws and their en- 
forcement. In 1952 after the passage of 
the McGuire Act, which was regarded as 
a great victory by the advocates of ‘“‘fair 
trade,” how many lawyers warned man- 
agement that fair trade was going to de- 
cline in the next decade and that they 
should consider alternative programs ? 

The history of fair trade is a perfect ex- 
ample of the fact that court decisions are 
influenced to a great extent by public 
opinion. In periods of depression with 
price-cutting and business failures, fair 
trade laws have been backed by the courts. 
In periods of inflation, however, the same 
laws have been ruled unconstitutional. It 
is quite easy to predict that as long as 
prices remain high, fair trade will con- 
tinue to become unpopular and unenforce- 
able. If we should have a depression or 
serious decline in prices, both the public 
and judicial view of fair trade would be 
changed. 

This changing view of laws manifests 
itself in many ways and business must be 
made aware of the phenomenon. It is not 
enough to act legally; business must act 
in a socially approved manner. This re- 
quires agility so moves are made ahead of 
the general public. Citizens are imposing 
an ever-higher standard of morality upon 
all public servants. Our economic citizens 


in turn expect an ever-increasing morality 
on the part of business leaders. Practices 
which were condoned in 1950 are re- 
garded as unethical in 1960. Practices 
which are not even questioned today may 
be regarded as unethical or illegal by 1970. 

What are some of these? On the ac- 
counting side it is easy to predict that 
leases will have to be capitalized and 
shown in some way as assets and liabilities 
on the balance sheet. In the anti-trust area 
we may look for an attack to be made on 
the practice of reciprocity. It may take the 
form of a new interpretation under exist- 
ing laws with respect to “unfair competi- 
tion. 


CONCLUSION 

Top business leaders have expressed the 
view that the job of management is to 
balance the interests of all participants in 
business—employes, customers, stockhold- 
ers, suppliers, and the general public. If 
real meaning is to be given to this view, 
everyone in business—but particularly the 
controller—will have to pay special atten- 
tion to the regulations affecting business, 
their interpretation by the courts, their 
enforcement by governmental agencies, 
and the role of public opinion in leading to 
changes in them. It is only in this way 
that business can remain a positive force 
in raising the moral standard of this coun- 
try and of the world. 
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THE TELEVISION BUSINESS— 
Accounting Problems of a Growth 
Industry* 


By Warde B. Ogden 


As the reader gets deeper into this 
concise and fast-moving little volume, he 
begins to feel that the film production 
centers of the nation may have lost an 
executive of great perception when the 
public accounting field gained a studious 
partner. For Warde B. Odgen has reared 
back and delivered himself of a document 
which has equal merit for the layman who 
may be curious about what goes on at the 
other end of his home picture tube or 
the certified public accountant who may 
face clients in the field. 

Very logically, before the accounting 
treatment of any part of the subject is ap- 
proached, the author takes the reader 
through a fairly brief, but encompassing, 
explanation of the industry itself. These 
chapters are the ones that should appeal 
to the curious home viewer or the ac- 
countant. They are accurate and remarka- 
bly clear expositions of the interrelation- 
ship of television networks, the stations 
which carry their programs and the film 
industry which serves them both in several 
ways. Within each of these component 
parts there is enough description of the 
ways each is organized and the variety of 
operational forms they each can take to 
give any of Mr. Ogden’s readers, whether 
amateur or professional, a good working 
insight into the engrossing scramble 
which takes place before he seats himself 
in front of the 21” tube in his den. 

The author has taken the very timely 
assumption that the great majority of tele- 
vision fare today—with the possibility of 
an increase tomorrow—is recorded on 
some form of film or its electronic coun- 
terpart, video tape. Therefore, his text 
dwells heavily on the organization, pro- 
duction techniques, and distribution meth- 
ods of producers. Although he handles in 
turn the opposite accounting techniques 








* Published by the Ronald Press Company, 
15 East 26th Street, New York 10, N. Y. $6.00. 






of the purchasers; that is, the networks 
and local television stations, this is more 
in the nature of giving the offsetting en- 
tries than it is an investigation of the 
accounting problems of the televisors 
themselves. To this extent perhaps his 
title is a little misleading, in that his prin- 
cipal preoccupation is with the ‘films for 
television business” and not telecasting it- 
self. 

For one who has been down the thorny 
path of accounting for the live studio 
productions, and the ancillary services 
thereto, as practiced at both the net- 
work and station levels of the television 
business, this accent on film may be a dis- 
appointment. Perhaps the author has rea- 
soned that there are exact and obvious par- 
allels between studio productions whether 
they are to be some’ on film or tele- 
vised directly at the moment of action. In 
real life this, unhappily, is not the case, 
and so, to the extent that the accounting 
problems and theories involved in the 
total operation of a network or a local 
television station are not covered here, 
some reader, picking up this book for the 
title, may feel let down. This does not 
have to be so, however, because the cor- 
porate form and the bases on which each 
of these relate and operate are well de- 
scribed. The reader will have received a 
good feel of the whole picture, even 
though his accounting thoughts are tickled 
only with regard to the part filmed or 
taped productions play in it. 

Mr. Ogden has schooled himself so 
well in his subject that he passes on al- 
most as an unspoken inference the prin- 
cipal observation anyone looking into the 
television industry must learn. Very wisely 
he writes from the assumption that this is 
a dynamic, changing Goliath, in which 
there exist a hundred possible variations 
on any theme—or scheme. So, the natural 
bent of any competent accountant to find 
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the single most lucid method of recording 
a transaction is a lost cause here. There. 
fore, he points out the several possible 
paths of action, with cautions on each, 
and only when an immutable principle js 
about to be violated does he suggest there 
is only a single accounting treatment to be 
followed. This shows the author has 
learned his lessons well, for variations and 
changes are the rule, not the exception, in 
both the film production field and the 
television field. Mr. Ogden writes like a 
well-schooled veteran in this fact of life 

Within this frame of reference it does 
not seem important that the reader agree 
or disagree with the author on matters of 
accounting principle. This reviewer did 
some of each. It is important mainly to un- 
dergo the experience of thinking through 
with the author the pros and cons of vari- 
ous kinds of transactions toward the goal 
of seeing them recorded fairly and made 
a part of a financial statement which ade. 
quately reflects the condition of the busi- 
ness and its operating results at the period 
involved. To the extent that one’s own 
business is different, one may come to a 
different conclusion. However, Mr. Ogden 
will have escorted him down the proper 
paths for making that personal judgment. 

Numerous charts and graphs dot the 
pages of the book and add a great deal to 
the understanding of the printed word. 
They are universally well-selected ex- 
amples of the text. 

It is not hard to recommend Mr. Og- 
den’s book to anyone. To those who never 
expect to be concerned with accounting 
for films or broadcasting there is a wealth 
of easily understandable information about 
how this industry does what it does. There 
is even an all-encompassing glossary of 
the terms, names and nicknames of 
equipment, and studio slang peculiar to 
the industry, included at the end of the 
text. 

To those who may become involved 
with setting up or auditing transactions 
related to film production, film selling or 
film buying, and telecasting, there are 
many pages of cogent discussion, analysis, 
and, where applicable, acceptable recom- 
mendations ee action. Conservative at 
times, pioneering at others, but always 
practical. 

One reviewer may be forgiven, per- 
haps, for hoping that Mr. Ogden will find 
the time to tackle the wider and tougher 
field of network and station accounting 
problems, with the same practical ap- 
proach, in another volume. 


In the July 1961 issue of THE CONTROLLER 
David R. Downing, director of Computer Ap- 
plications, Allied Chemieal Corporation, will 
review Dr. Felix Kaufman’s important new 
book on Electronic Data Processing and Audit- 
ing. 








SS" ee ARNE NE LE MEET PAE JUNE 1961 





300 








CIA 
Vie 
Bu 
the 
gram 
on I 
stitut 
Fede 
oral 
Meat 
cern 
for ii 
on S 
A 
tion 
sente 
hold! 
and 
incor 
In 
comy 
the » 
that 
expe 
are a 
since 
on fr 
In 
credi 
ness 
posit 
prop 
a sul 
refor 
with 
Olds 
tions 
mini 
shou 
M 
Divi 
agait 
and 
testi 
will 
TRO} 


Hal 


E1 
ing 
Hall 
State 
at C 

A 
191¢ 
Exar 
of m 
book 
coun 

H 
eral 
with 
trati 
War 
Tax 
Aut 

H 
15 y 
Am 


THE 


rdin 
re, 
ssible 
each, 
ple is 
there 
to be 
t has 
is and 
on, in 
d the 
like a 
F life, 
does 
agree 
rs of 
t did 
‘0 un- 
‘ough 
vari- 

goal 
made 
ade. 
busi- 
eriod 
own 

to a 

eden 
roper 
nent. 
t the 
-al to 
vord. 
ex: 


Og- 
revert 
nting 
ealth 
bout 
“here 
y of 
; of 
ur to 


F the 
ved 


tions 
ig OF 
are 
lysis, 
com- 
e at 
ways 


per- 
find 


gher 
iting 
ap- 


ILLER 


will 
new 
udit- 





X.UM 


CIA Tax Committee Presents 
Views to Congress 


Business opposition to certain parts of 
the Administration’s proposed tax pro- 
ram has been voiced by the Committee 
on Federal Taxation of Controllers In- 
stitute. Frank V. Olds, chairman of the 
Federal Taxation Committee, presented 
oral testimony to the House Ways and 
Means Committee on the proposals con- 
cerning expense accounts as well as those 
for investment tax credit and capital gains 
on sale of depreciable business property. 

A past chairman of the Federal Taxa- 
tion Committee, Robert J. Landolt, pre- 
sented the Committee’s views on with- 
holding of tax on dividends and interest 
and is scheduled to testify on foreign 
income. 

In his testimony, Mr. Olds, assistant 
comptroller, Chrysler Corporation, told 
the House Ways and Means Committee 
that no new legislation is necessary for 
expense accounts since the present laws 
are adequate to minimize abuses, especially 
since additional information is required 
on returns beginning with the year 1960. 

In his testimony on investment tax 
credit and capital gains on sale of busi- 
ness property, Mr. Olds voiced the op- 
position of the Institute Committee to the 
proposed incentive on the basis that it is 
a subsidy and not the kind of depreciation 
reform that is needed. In accordance 
with the Committee’s instructions, Mr. 
Olds also pointed out certain modifica- 
tions which could be made in the Ad- 
ministration proposal if the Congress 
should support the plan. 

Mr. Landolt, vice president, Tube Turns 
Division, Chemetron Corporation, spoke 
against a withholding tax on dividends 
and interest. A detailed account of the 
testimony of Messrs. Olds and Landolt 
will appear in a future issue of THE Con- 
TROLLER. 


Hall of Fame Award 


Eric L. Kohler, Chicago, IIl., account- 
ing consultant, received the Accounting 
Hall of Fame Award at the 23rd Ohio 
State University Institute on Accounting 
at Columbus, Ohio, on May 18. 

A certified public accountant since 
1916, he served on the Illinois Board of 
Examiners and is the author or co-author 
of more than a hundred articles and seven 
books including ‘‘A Dictionary for Ac- 
countants.”’ 

He was a consultant to the U. S. Gen- 
eral Accounting Office and also served 
with the Economic Cooperation Adminis- 
tration, the Petroleum Administration, the 
War Production Board, the Excess-Profits 
Tax Council, and the Tennessee Valley 
Authority. 

He edited the Accounting Review for 
15 years and twice was president of the 
American Accounting Association. 
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rection (up 13.6 per cent) to the forecast 
(down 0.6 per cent). The outbreak of the 
Korean War in midyear took more people 
than the economist by surprise. 

In only one year of the 15 (1956) was 
a perfect forecast achieved, when business 
moved as predicted (up 2.9 per cent). 
Yet this was not a unanimous opinion: 
the most optimistic individual forecast 
called for a rise of 10.8 per cent; the 
most pessimistic looked for a drop of 6.1 
per cent. However, seven eighths of the 
forecasters looked for a rise, and two 
thirds of them forecasted a rise of be- 
tween one per cent and five per cent. 

Why so much disagreement? 

Perhaps there is less disagreement than 
the figures suggest. First of all, two thirds 
of the forecasts bracketed the bull’s-eye 
neatly. Secondly, there are less difficult 
indicators to forecast (because less dy- 
namic) than the FRB. Finally, of the 
variety of significant and sometimes con- 
tradictory indicators to study and fore- 
cast, many business economists place more 
emphasis on GNP or personal income, for 
instance, as guides for estimating their 
respective companies’ sales, because these 
are more dependable bellwethers for the 
particular products or services of their 
companies. The FRB therefore receives 
peripheral attention in their forecasting 
endeavors. 

Forecasting is basically an art—difficult 
and demanding. There are a myriad of 
factors which can influence the outcome, 
and the relative importance of these 
factors varies from year to year. The econ- 
omist, within the limits of his resources of 
time and Manpower, must concentrate on 
what he sees as the more significant fac- 


The Controller’s Responsibility for Forecasting (coninued irom page 273) 


tors and work as best he can with statistics 
which usually leave something to be de- 
sired. On the brighter side should be re- 
corded the steady if slow stream of im- 
provements in our statistics and in methods 
of handling them. The forecasters of 1980 
will undoubtedly do a better job than their 
colleagues of today. The same, of course, 
can be said for the controllers. 

In forecasts which deal with the indus- 
try, the company, and its markets, the 
seasoned economist or market researcher 
is alert to the distortions introduced by 
competitive tactics, foreign and domestic. 
He is aware of competition from other 
industries, whether in the form of sub- 
stitution of materials or just in the woo- 
ing of the consumer’s dollar. Merely 
measuring these factors can be difficult, 
while predicting them with consistent 
accuracy is frequently more a matter of 
luck than skill. 

Yet these are the ingredients which, 
along with the general economic outlook, 
must be compounded to provide a basis 
for the company sales forecast. Imports, 
tariffs, technology, price, and consumer 
taste represent a complex of factor which 
resists quantification. The economist can- 
not ignore these factors, even when he 
cannot really forecast the results. He has 
to make a guess—an educated one, but 
still a guess. 

If he is a conscientious forecaster who 
post-mortems his guesses, he may in time 
acquire some “feel” for the intangibles 
and the imponderables, some uncanny 
knack or skill or intuition or judgment 
which enables him to sense accurately the 
drift of economic forces. 

The final type of sales-estimating which 
poses an array of problems is the new 
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product forecast. Where there has been 
some good market research, and pethaps 
the additional benefit of test-marketing 
or even past-behavior patterns of ones 
own or competitive neal 3 introductions, 
some basis exists for estimating the sales 
outcome for the company’s new product 
(or new use for an existing product), 
But more typically the forecaster is not so 
fortunately endowed with information— 
in fact, he may be encumbered with mis- 
information from the product’s ebullient 
proponents. 

One thing is certain—the odds are 
highly against a sales curve for the new 
product which would resemble the sales 
curves of established products. Established 
products are more responsive in their 
maturity to general economic conditions, 
while the new product in its infancy dis- 
plays a rate of growth or initial impetus 
which can be completely unaffected by 
these same economic conditions. 

It is a difficult spot for the forecaster 
to be in, because here again, in the ab- 
sence of pertinent information, he has to 
rely on his feel or judgment, and discount 
the optimists and the skeptics in his com- 
pany. Logically, there should be at least 
a modicum of market research on a new 
product before management has assumed 
a substantial investment or commitment, 
and this research, if properly done, will 
usually permit sales forecasts of reasona- 
ble accuracy to be made. But logic is not 
necessarily management's strongest suit in 
the exhilarating atmosphere of many new 
product deliberations. 

It is not just the controller who stands 
in need of more thoughtful perspectives 
on the hazards of forecasting, or who 
needs to resolve the human problems of 
misunderstanding and faulty communica- 
tion, of unwisely expecting too much, and 
of impatiently expecting it too soon. “Eco- 
nomic prophecy is at best an uncertain 
art,” said the Chief Executive in his recent 
state-of-the-union message. All executives 
could well keep that observation in mind 
when deliberating over a forecast. 


THE CONTROLLER’S CONTRIBUTIONS 
TO BETTER FORECASTING 


We have already noted that the con- 
troller occupies a special role in manage- 
ment in the area of planning. This applies 
to forecasting as well, because the control- 
ler is invariably a primary participant in 
top management councils when costs and 
earnings, and particularly budget perform- 
ance and financial prospects, are dis- 
cussed. He is thus in the ideal position for 
improving top management attitudes to- 
wards forecasting; his is the responsible 
position for integrating forecasts with 
operating documents; and his can be the 
most persuasive position for sponsoring 
better forecasting operations. (to p. 304) 
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Forecasting (Cont. from page 302) 


Top-management attitudes toward fore- 
casting can be grotesque, as with the cor- 
poration president who took one look at 
the earnings figure on the projected op- 
erating statement and declared, “I can't 
go to the board with that.” His controller 
got the hint and subsequently undertook 
to persuade the economist to jack up the 
sales forecast. But the economist, having 
carefully prepared a general business out- 
look which indicated a recession in the 
coming year, would not budge. So the 
controller altered the figures. The presi- 
dent was satisfied—until just two months 
later, when the forecasted drop in busi- 
ness materialized, compelling him to sub- 
mit to his board of directors another fore- 
cast, this one as deflated as his ego. 

While this example may seem extreme, 
it typifies the unhealthy sort of environ- 
ment for forecasting, and for that matter, 
for planning, which exists in many com- 
panies. A controller should manage his 
opportunities deliberately to help create a 
better environment. An impatient or nega- 
tive feeling toward forecasts, whether the 
controller's own or that of his colleagues, 
needs to be replaced by a more serious 
attitude which keeps in mind what the 
forecasting is trying to accomplish. Bias 
cannot be eliminated overnight, but the 
controller should remember that both 
forecasting and planning activities can 
improve with time, thereby gaining wider 
acceptance—always provided, of course, 
consistent attention from year to year is 
given to the planning program. 

The controller will find ample occasion, 
in and out of conference rooms, to foster 
fuller utilization by reminding his col- 
leagues of the regular products and special 
by-products available from the forecasting 
operation. Decisions regarding raw or 
finished inventory, for instance, are all 
too often reached with little or no atten- 
tion given to the business or sales fore- 


| casts. The wider the use of forecasts, the 
| more coordinated the actions of the vari- 


ous departments in the company. 
One of the more effective means of in- 


| suring better utilization of forecasts is to 
| integrate them with the operating docu- 


ments. It is standard budgetary practice 


| to supply operating statements and sales 
| analysis and expense reports which com- 


pare actuals for last month, or the year to 
date, with the estimates. But these ques- 
tions must be faced: 

How often do these documents display) 
the estimates for the next month or quar- 
ler, to indicate where the company is go- 
ing? 

How often does the controller's periodic 
report to top management introduce the 
elements of expectation—the forecast, the 
outlook, the trend ? 

And how much emphasis—or space—is 
devoted to the looking ahead? 





To what extent are problems anti:j. 
pated? 

Herein lie opportunities for a creative 
contribution to top management's ap- 
praisal of the business. 

The controller enjoys a wide-open field 
for sponsoring better forecasting Opera- 
tions. It can perhaps be argued that in so 
doing he is intruding on the prerogatives 
of others, particularly marketing manage- 
ment. But marketing—or production, or 
research and development—is primarily 
oriented toward coping with its own as. 
sortment of problems. Only the controller 
has company-wide responsibility for the 
adequacy of records and procedures, and 
therefore for the effective scheduling and 
utilization of forecast and budget docu- 
ments as a part of the planning process, 
However, the controller's goal is more 
than a timely synthesis; quality as well 
must be achieved. For, as we have noted, 
good planning does not start with poor 
forecasts. 

Poor forecasts can stem from incom- 
petent personnel. The incompetency may 
well be created by the company itself in 
structuring the position: low salaries, low 
qualifications, low level of reporting, a lot 
of unrelated duties, and perhaps a su- 
perior who is indifferent or hostile to 
planning. 

Poor forecasts can also stem from in- 
adequate forecasting methodology, which 
need not always be due to incompetence. 
There is the matter of time and clerical 
assistance available to the forecaster. There 
is the matter of the position or functional 
description, which if it exists, may vaguely 
intimate that a minimal approach is what 
management expects. As an example of 
what is required in this area, Exhibit Il 
gives the functional description of an eco- 
nomics department in a major corpora- 
tion of particular interest since here the 
function reports to the controller. With 
a description of this sort, there can be no 
question regarding what is expected of 
the forecaster. 

The value of the forecasts can be meas- 
urably enhanced by surveying the desires 
of the various departments in the company 
for forecast information, in particular as 
it relates to the budgetary cycle, i.e.: 

What forecasting should be undertaken 
to provide, say, production scheduling, 
with the data it needs? 

And what can be done to keep the fore- 
casting workload within reasonable limits? 

The controller can most capably ne- 
gotiate the interdepartmental differences 
which inevitably arise over questions like 
these, because of his objectivity regard- 
ing costs and results, and his role in the 
planning process. To him the amount ot 
forecasted detail required for effective 
budgeting is second only to quality o! 
forecasting. Yet suitability of detail must 
be reconciled with economy of detail, or, 
within the given resources of time and 
manpower, the quality will suffer. 





THE CONTROLLER * JUNE, 196! 








istic 
cycle 
new 
vice 
an | 
fore 
of 
mod 
pro} 
com 

F 
was 
pact 
1s a 
com 
hea 
time 
educ 
part 








antic}. 


creative 
t’s ap- 


en field 
Opera- 
it In so 
gatives 
lanage- 
ion, or 
imarily 
WN as- 
itroller 
or the 
°S, and 
1g and 
docu- 
rocess, 
more 
s well 
noted, 
1 poor 


ncom- 
y may 
elf in 
s, low 
, a lot 
a su- 
ile to 


Mm in- 
which 
tence. 
erical 
There 
tional 
guely 
what 
le of 
bit Il 
1 eCO- 
pora- 
e the 
With 
ye NO 


d of 


neas- 
251 Fes 
pany 
ar as 


aken 
ling, 


fore- 
nits? 
ne- 
Nces 
like 
ard- 
the 
t of 
tive 
r of 
nust 
of, 
and 


} 


1961 









In this connection, the subject of real- 
istic time requirements in the budgetary 
gle deserves notice. In one instance, the 
new budget department excluded the sales 
vice president and market research from 
an initial consideration of the field sales 
forecast, in the interests of speed. This, 
of course, precluded any headquarters 
modification of sales estimates until the 
projected operating statement had been 
completely assembled in all its detail. 

Fortunately, this particular short circuit 
was corrected. But the objective of a com- 
pact cycle is a valid one, for a long cycle 
is almost inevitably less accurate. Over- 
coming the lethargy of most department 
heads (who plead for ‘‘a little more 
time”) calls for a persistent, if informal, 
educational campaign on the controller's 
part. Sponsoring better forecasting opera- 





tions takes time, patience, and occasional 
acts of courage. 


SUMMARY 


Forecasting can be hard to live with, 
but fatal to live without: good decision- 
making and good planning require it. The 
controller has important responsibilities 
to discharge in achieving a better fore- 
casting operation in his company. His role 
should be critical, but on the positive side, 
with a broad understanding of the tech- 
nical problems and with a wise recogni- 
tion of the organizational difficulties 
which beset his company’s forecasting and 
what it takes to surmount them. Large 
companies as well as smal] stand to bene- 
fit by the creative counsel which their con- 
trollers can bring to the forecasting opera- 
tion. 


EXHIBIT Il 

Economics Group. To provide for a more systematic de- 
velopment, compilation, evaluation, interpretation and dis- 
semination of significant economic and financial data within 
the company, an economics group has been established, re- 
porting to the controller. The group is headed by a profes- 
sional economist and staffed with other persons who pos- 
sess professional competence in economic research and 
financial analysis, and who are both experienced in business 
and thoroughly familiar with our industry. The group per- 
forms the following principal functions and services for 
the benefit of all headquarters offices, all divisions and the 


planning review committee: 


1. Conducts economic and financial research in a num- 
ber of fields, including our immediate markets, money and 
credit, United States and foreign balance of international 
payments, population and labor force trends, productivity 
trends, federal, state and municipal expenditures, national 
and regional economic conditions, comparative financial 
performance of competitors among themselves and with 
other industries, special merger and acquisition opportuni- 


ties. 


2. Provides economic and financial data, with authori- 
tative interpretations, to headquarters and divisional man- 
agement, for use in planning the company’s operations. 

3. Provides economic and financial data, with authori- 
tative interpretations, to the controller, the director-con- 
tract administration, and the treasurer, for use in the man- 
agement of financial, accounting, contract pricing, and tax 


matters. 


4. Assists appropriate headquarters offices and the plan- 
ning review committee in the economic and financial eval- 


uation of divisional plans. 


5. Performs or coordinates special economic and finan- 
cial research tasks, as requested by headquarters offices or 


divisional management. 


6. Prepares, or assists in the preparation of, economic 
and financial data to be presented by company officials to 
industry, government, and public groups. 
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planning and control . . . 


m@ ACCOUNTANTS’ 
HANDBOOK 


Edited by RUFUS WIXON 


A-to-Z guidance for all who jRgee 
use accounting information or ACCOUNTANTS’ 
help prepare it. All-inclusive PME 
standard Handbook fully ex- < 
plains the ‘how’ and ‘why’ of 
preparation of reports and state- 
ments, design and installation 
of accounting systems, methods 
of budgeting, internal control, 
auditing procedures, etc. 29 in- 
formation-packed sections cover: 
Real Estate, Executive Pay 
Plans, Investments, Intangible 
Assets, Liabilities, Dividends, 
and hundreds of other topics. 
Board of 28 editors. 4th Ed., 1956. 
1,616 pp. $15 


Help for every cost problem . . . 


@ Accountants’ 
COST HANDBOOK 


Edited by ROBERT |. DICKEY 


Widely used handbook supplies 


expert 
guidance on tackling any phase of cost sys- 
tem design, improvement, or operation. It 
offers a detailed plan of attack for any cost 
problem; brings together the techniques, pro- 


grams, and policies proved most useful in 
controlling and reducing costs throughout Ameri- 
can industry. A guide to new developments, 
Handbook shows how cost accounting is co- 
ordinated with key management functions; 
explains new and improved methods of record 
keeping and reporting, direct costing, break- 
even analysis, etc. From the publishers of the 
Office Management Handbook, Production Hand- 
book, Financial Handbook, and other definitive 
Handbooks for business and industry. Board of 
22 Editors. 2nd Ed., 1960. 1,046 pp. $15 


Better management 
and control through . . . 


@ BUDGETING 
Principles and Practice 


HERMAN C. HEISER, CPA, Partner, 
Lybrand, Ross Bros. & Montgomery 


This authoritative book presents budgeting 
as a prime management toc! for business 
planning, coordination, and control. It out- 
lines tested approaches for getting full coopera- 
tion from the management team in evaluating 
plans, devising a coordinated program, and 
achieving budget objectives. Explains measure- 
ment of deviations from expected performance 
standards—how to analyze quickly changes in 
net income and rate of return, how to control 
variable costs, etc. Illustrates budgeting prac- 
tices of well-run companies; includes a com- 
plete budget in final form. “Outstanding . . . 
exceptionally clear.’———Journal of Accountancy. 
1959. 415 pp. $10 
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Kid Gloves and Flexibility 
Applied to Research Projects and Personnel 


Ways of evaluating research personnel 
and expenditures were the subject of a 
survey of 140 companies recently com- 
pleted by the National Industrial Con- 
ference Board. The results of the survey, 
as described in an article in the April 
issue of the Board’s Business Record mag- 
azine, indicate a growing sophistication 
in management's attitude towards the 
problem. 


RESEARCH EXPENDITURES 

With respect to the research budget, 
most of the participating companies said 
that they determine the aggregate size of 
their research budget either as a_per- 
centage of estimated sales or as required 
by individual project needs. In many of 
the cases reported, both factors receive 
consideration in the course of drawing up 
a detailed budget, and the difference is 
often one of emphasis. 

Some respondents who use a fixed per- 
centage of sales to determine research 
appropriations report that this method is 
not always sufficiently flexible for the 
needs of the company. In the words of 
one executive: “When sales decline, many 


projects are so far along that it appears 
unwise to eliminate them. As sales ex- 
pand, we have a corollary problem since it 
is difficult to plan increased expenditures 
in research without a very substantial lead 
time.” 

In determining the amounts to be al- 
located to research, some of the com- 
panies surveyed place primary emphasis 
on individual project needs rather than on 
the aggregate amount to be set aside for 
scientific and development work. Accord- 
ing to several executives, this approach 
has the advantage of allowing the com- 
pany to devote to a given project as much 
money as can be justified on the basis of 
potential. 

As a matter of fact, some responding 
firms had carried flexibility a step further 
and frankly said that they did not require 
close adherence to any original budget. In 
this connection, an electrical equipment 
manufacturer expressed the belief that it 
is fully as important to use the money 
budgeted by accomplishing the work 
planned as it is not to overrun the ap- 
propriation. “The real problem,” stated 
this executive, “is to maximize the effec- 
tiveness of the work done.”’ 
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A New Dollar Saving Tool For Controllers . . . 


HOW WORK MEASUREMENT INCREASES OFFICE PRODUCTIVITY 


Now office work measurement can work for you as effectively as factory 
work measurement does for the works manager. With special work measure- 
ment techniques developed exclusively for clerical situations, you can ap- 
preciably increase office efficiency, while eliminating excessive expenses. 

When properly planned and implemented, a clerical work measurement 
program not only immediately helps reduce unnecessary personnel, but 
also gives you accurate answers to such administrative problems as labor 
machine and forms utilization . 
. and salary evaluation. And, it gives 
you a firm basis for a continuing effective and economical office operation. 

Learn how the proven techniques of the Frank M. Knox Company can 
help you to put clerical work measurement procedures to work cutting your 
office expenses. Send for your free copy of Clerical Work Measurement. 


The Frank M. Knox Company, Inc. 
Management Consultants 
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1405 East 6th Street 
Cleveland 14, Ohio 








RESEARCH PERSONNEL 

With respect to engineering and gi. 
entific personnel, respondents recognized 
in the first place, that the more basic the 
research the more difficult it is to evaluate 
on the basis of results. For this reason 
several emphasized, they do not measure 
productivity on a day-to-day basis, but 
instead over a period of years. 

They stressed the importance of main. 
taining a ‘‘creative atmosphere’ for the 
researcher and of keeping him aware of 
management's interest in and recognition 
of his contribution to the company’s prog. 
ress. They expressed the belief that a re- 
search assignment should be made chal- 
lenging as well as interesting for the 
researcher—sufficiently challenging, speci- 
fied one executive, so that the assignment 
is more difficult than the individual him. 
self thinks he can handle. 

Respondents frequently pointed to the 
individual researcher as the key to man- 
agement’s quest for creativity. “The best 
way to maintain creativity at high levels 
is to have people aboard who do it nat- 
urally, thereby establishing a tone for the 
entire laboratory,” said an electrical equip- 
ment manufacturer. But they did not 
neglect to mention the importance of an 
“imaginative” administrator in obtaining 
increased research productivity. 

Most often the effective administrator 
was said to provide general guidance only 
and to allow researchers some latitude in 
the development of product ideas. He 
“supervises but doesn’t stifle.” He is able 
to “talk the language of the scientist” and 
is in a position to be “sympathetic but 
demanding.” 


PORTRAIT OF A PROFESSIONAL 


All this indicates that management may 
have moved far in the direction of ac- 
cepting the reseacher as the Harvard Busi- 
ness Review once categorized him: 


The professional feels that his value to 
the organization is in his knowledge; that 
his conclusions and insights, his personality 
complex built by schooling, his total value 
to a company, stems from his independence, 
his “unmanageability.” For him, work is 
not something he performs for an employer; 
it is something he intends doing in any case, 
but which by a stroke of luck an employer 
will pay for. He is willing to do this work 
according to any “‘reasonable’’ specifications 
which do not impair the value of the work 
and, by inference, the value of the pro- 
fessional himself. Both the manager and 
the professional must maintain integrity, 
but integrity for the professional is con- 
nected with his special discipline. 
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TOP MEN... 

Albert V. Hartl, formerly executive vice 
president of Otter Tail Power Company, 
Fergus Falls, Minn., was elected president. 


PROMOTIONS .. . 


Motor Wheel Corporation, Lansing, 
Mich., recently elected William G. Curott 
as treasurer. . . . R. Lee Jenkins has be- 
come vice president and treasurer of 
White Eagle International, Inc., Mid- 
land, Texas. ... The appointment of 
S. Chaplin Davis as senior vice president 
and controller of Baltimore Business 


MR. HARTL MR. 


Forms, Inc., Baltimore, Md., occurred re- 
cently. Mr. Davis is a past president of 
the Baltimore Control of Controllers In- 
stitute and has served as an Institute di- 
rector and vice president as well as trustee 
of Controllers Institute Research Founda- 
tion. . . . Ely Francis has assumed the 
responsibilities of director of planning of 
RCA International Division, Radio Cor- 
poration of America, New York... . 











| 


R. W. Haigh was elected vice president of 
Standard Oil Company (Ohio), Cleve- 
land, Ohio. 

Calvin E. Harris was recently appointed 
controller of Cain & Company, Burbank, 
Calif. . . . Lemuel L. Hawk is now senior 
vice president and treasurer, as well as a 
director, of the Aero Equipment Corpora- 
tion, Bryan, Ohio. . . . The election of 
William A. Jones as controller of Bridge- 
port Brass Company, Bridgeport, Conn., 
occurred recently. ...£E. S. Kauffman 
has assumed the responsibilities of budget 
director of Radio Corporation of America, 


| New York. . . . James W. Knox was ap- 


pointed comptroller of the American Car 


and Foundry Division of ACF Industries, 
Incorporated, New York. . . . Robert L. 
MacKenzie has been elected executive vice 
president of Bigelow-Sanford, Inc., New 
York; he is also a director of the company. 

Gardner-Denver Company, Quincy, IIl., 
has elected R. H. Meystre vice president. 
finance. He is a past president of the 
Boston Control of Controllers Institute. 
... The appointment of Richard |. 
Ornsby as director of corporate develop- 
ment of Premier Industrial Corporation, 
Cleveland, Ohio, was announced recently. 
. . . Charles A. O’Rourke was elected 
treasurer of Alco Products, Inc., New 
York. . . . Bernard Richards is now treas- 





MR. FRANCIS 


DAVIS 


urer of Slattery Contracting Co. Inc., 
Maspeth, New York. . . . William F. 
Shaffer, Jr. recently became vice presi- 
dent-finance of Ward Baking Company, 
New York. . . . Oscar Solberg has been 
named vice president, secretary and treas- 
urer of Interstate Power Company, Du- 
buque, Iowa. 

W. Joseph Arnold was recently elected 
vice president and comptroller of the Pure 
Oil Company, Palatine, Ill. . . . Willard 
H. Ballash is now vice president of the 
Dobeckmun Company Division of Dow 
Chemical Company, Cleveland, Ohio. 
. . . Bridgeport Brass Company, Bridge- 
port, Conn., recently elected Drummond 
C. Bell as vice president-finance. . . . 
Theodore E. Bruning is vice president-f- 
nance of Oxford Paper Company, New 
York. 

The appointment of David M. Brush 4s 
assistant treasurer of General Foods Cor- 
poration, White Plains, N. Y., occurred 
recently. . . . Edward F. Budinsky is now 
controller of Callery Chemical Company, 
Pittsburgh, Pa. . . . Floyd M. Canter 1s 
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MR. WALSER 


vice president-corporate planning of 
Owens-Illinois Glass Company, Toledo, 
Ohio. . . . W. W. Cuddeback was made 
vice president and comptroller of the 
Bronx Savings Bank, New York. 

Ernest Summers was recently elected 
comptroller of Twin Coach Company, 
Buffalo, New York. . . . The election of 
Russell K. Steffey as vice president and a 
director of Fort Pitt Bridge Works, Pitts- 
burgh, Pa. occurred recently. . . . H. V. 
Umbach is treasurer of Luckenbach Steam- 
ship Company, Inc. New York... . 
Hartley W. Voigt was appointed financial 
officer of the Chemicals Division of Olin 
Mathieson Chemical Corporation, Balti- 
more, Md. ...W. D. Walser was 
elected senior vice president of Tennessee 
Gas Transmission Company, Houston, 
Texas. Mr. Walser is a past president of 
the Houston Control of Controllers In- 
stitute and is currently serving as an In- 
stitute director. . . . John W. D. Wright 
has assumed the responsibilities of comp- 
troller of International Harvester Com- 
pany, Chicago, Ill. Mr. Wright is a past 
president of the Chicago Control of Con- 
trollers Institute, Institute director and 
vice president. . . . Roy R. Merrill has 
been made secretary-treasurer of East 
Texas Salt Water Disposal Company, 
Tyler, Texas... . Frank H. Dickinson 
has become manager of finance and sec- 
tetary-treasurer of Hinde and Dauch 
Limited, Toronto, Ontario, Canada. 


COMPANY CHANGES .. . 


The appointment of L. Keith Goodrich 
as executive vice president-finance in ad- 
dition to treasurer of McGraw-Hill Pub- 
lishing Co., Inc., New York, was an- 
nounced recently. Mr. Goodrich is a past 
president of the New York City Control 





MR. GOODRICH 
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MR. WRIGHT 





MR. CLEMINSHAW 





MR. CROWLEY 


of Controllers Institute; a past director 
and vice president of the Institute; and is 
currently a trustee of Controllers Insti- 
tute Research Foundation. . . . Daniel F. 
Crowley was appointed controller of Mc- 
Graw-Hill and vice president and con- 
troller of the Publications Division of the 
company. 


NEW CONNECTIONS ... 


Wilbur C. Ashman is a general partner 
of Gray & Co., New York. . . . Albert 
V. Casey was appointed vice president 
and treasurer of REA Express, New York. 
. . . The election of Frank F. Cleminshaw 
as treasurer of General Instrument Cor- 
poration, New York, was announced re- 
cently. . . . John H. Kolhoven was ap- 
pointed controller, assistant secretary and 
assistant treasurer of Gateway Transporta- 
tion Company, LaCrosse, Wis. . . . Wil- 
liam T. Lake has been elected comptroller 
of General Dynamics Corporation, New 
York, 

The appointment of Delmar E. Norton 
to the post of controller of Thrall 
Car Manufacturing Company, Chicago 
Heights, IIl., was announced recently. 

. . Bernard E. Smith has been elected 
controller of the Security Trust Company, 
Rochester, N. Y. . . . Karl M. Torgerson 
is now director of development of Luther 
College, Decorah, Iowa. Mr. Torgerson 
is a past president of the Iowa Control of 
Controllers Institute. . . . Roland S. Trem- 
ble has joined Consolidated Electronics 
Industries Corporation, New York, as 
controller... . F. Price Watts is now 
vice president-finance and treasurer of 
Daffin Corporation, Hopkins, Minn. 

J. Harper Claycomb is director of in- 
ternational operations of Yarnall-Waring 

(Continued on next page) 
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Company, Philadelphia, Pa. . . . Edward 
L. Spetnagel recently became assistant to 
the president, American Home Products 
Company, New York. . . . Donovan H. 
Tyson is controller of Memorial Hospital 
for Cancer and Allied Diseases, New 
York. 


NEW DIRECTORS ... 


J. Edwin Hanson, treasurer and control- 
ler of the Package Machinery Company of 
East Longmeadow, Mass., of his own 
company. . . . R. Palmer Hollister, treas- 
urer of R. Hoe and Co. Inc., New York, 
of his own company... . H. F. Jopp, 
vice president, treasurer and secretary 
of Dictaphone Corporation, Bridgeport, 
Conn., of his company’s Canadian sub- 
sidiary, Dictaphone Corporation Limited. 
. . . J. Howard Wemhoener, vice presi- 
dent and comptroller, Falstaff Brewing 
Corporation, St. Louis, Mo., to his com- 
pany’s board. 

Frederick C. Sheppard, treasurer of the 
Bristol Brass Corporation, Bristol, Conn., 
to his company’s board. . . . R. Stanley 
Laing, financial vice president of National 
Cash Register Co., Dayton, Ohio, has been 
elected a director. . . . Forrest G. Ham- 
rick, vice president and treasurer and a 
director of American Smelting & Refin- 


ing Co., New York, to the board of 
Revere Copper & Brass, Inc. 


ADDED RESPONSIBILITIES . . . 


William C. Buffing, Jr. was elected vice 
president of National Starch and Chemi- 
cal Corporation, New York, and will con- 
tinue to serve as treasurer. ...R. A. 
Martin is now vice president and control- 
ler of the Standard Oil Company (Ohio), 
Cleveland, Ohio. Mr. Martin is a past 
president of the Cleveland Control of 
Controllers Institute. ... J. P. Monge 
recently became vice president and treas- 
urer of International Paper Company, 
New York. ... Standard Fruit and 
Steamship Company, New Orleans, La., 
has named William |. Monaghan vice 
president-controller. He is a past presi- 
dent of the New Orleans Control of Con- 
trollers Institute. 


SPEAKERS .. . 


Harold Kern, controller, Conmar Prod- 
ucts Corporation, Newark, N. J., was the 
commencement speaker recently when par- 
ticipants in the City of Newark’s Course 
in Executive Management and Leadership 
received their award certificates. . . . At 
a recent seminar of the National Asso- 
ciation of Accountants at the Ambassador 
Hotel, Milwaukee, Wis., one of the panel 
members on the subject of ‘Techniques 
We Have Used to Reduce Labor Costs” 
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was Henry L. Fjellman, controller, Chain 
Belt Company, Milwaukee. 

Speakers at American Management As. 
sociation Seminars: On the subject of 
“Profitability Accounting and Control,” 
June 19-23, Hotel Astor, New York 
V. Leonard Hanna, vice president-finance 
and treasurer, Fenestra, Inc., Detroit 
Mich. ; Merlin H. Birk, controller, Bucyrus. 
Erie Co., So. Milwaukee, Wis... . At 
the AMA Academy, Saranac Lake, N. Y,, 
June 19-23, on ‘‘Fundamentals of fj. 
nancial Management for the Junior Fi- 
nancial Executive’: (Chairman) George 
H. Wadsworth, comptroller, Scovill Man- 
ufacturing Co., Waterbury, Conn. Among 
speakers will be: Paul L. Smith, secretary 
and treasurer, the Bullard Co., Bridgeport, 
Conn.; Frederick M. Eisner, comptroller, 
Weiss & Klau Company, New York. 

E. L. Hummel, treasurer, the Rapids- 
Standard Co., Inc., Grand Rapids, Mich., 
was a discussion leader on May 22-24 on 
“Organization and Administration of the 
Treasurer's Job” at the LaSalle Hotel, 
Chicago. At the same time and place 
guest speakers on “Revitalizing the Cost 
Accounting System to Meet the Needs of 
Management” were: Joseph Grimm, Jr., 
controller, Thiem Products, Inc., Milwau- 
kee, Wis., and P. M. Chiuminatto, man- 
ager-administrative services, the Charmin 
Paper Products Co., Green Bay, Wis.; 
Robert R. Renner, vice president-finance, 
Brookpark, Inc., Cleveland, Ohio, spoke 
on “Increasing The Effectiveness of Fi- 
nancial Reports to Management.” 

William R. Divine, comptroller, South- 
ern Railway System, Washington, D. C., 
spoke at the 42nd International Confer- 
ence and Exposition of National Office 
Management Association, May 7-11, St. 
Louis, Mo., on “Rental vs. Purchase of 
Data-Processing Equipment.” 

Among those participating in the 23rd 
Annual Ohio State University Institute on 
Accounting May 18 and 19 on the college 
campus were: R. C. McGowan, comptrol- 
ler, the Chesapeake and Ohio Railway 
Company, Cleveland, Ohio, who spoke on 
“Prompt Financial Reporting”; Robert 
S. Holzman, Ph.D., Graduate School of 
Business Administration, New York Uni- 
versity, New York, who discussed the 
question ‘Has the Burden of Proof Really 
Been Shifted in Accumulated Earnings 
Tax Matters ?”’ and E. M. Karrmann, senior 
vice president, treasurer and controller, 
American United Life Insurance Com- 
pany, Indianapolis, Ind., who presided at 
the closing luncheon. 
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X.UM 


ACritical Look at Lease Financing 


(Continued from page 277) 


istence will not affect the company’s 
credit standing. As a result, through a 
combination of leasing and borrowing a 
company might be able to secure a greater 
total amount of credit than it couldV 
through borrowing alone. 

This possibility raises several important 
uestions. The first, naturally, is whether 
or not this advantage is a valid one. After 
all, the same institutions that finance lease 
deals are also the primary sources of bor- 
sowed funds. 

Is it reasonable to expect that these in- 
vestors will make investments on the 
strength of lease obligations and then 
ignore those same obligations in evaluat- 
ing the lessee’s credit standing for other 
purposes i 

The Harvard Business Review sutvey 
cited earlier sheds some light on this 
question. The respondents were asked 
whether in making an analysis of a com- 
pany’s credit standing they took lease ob- 
ligations into consideration where they 
were known to be material. 

Virtually all the respondents indicated 
that they did. Some 77 per cent of the 
analysts indicated that they make use of 
formal techniques in evaluating lease ob- 
ligations. These include capitalizing lease 
rentals to obtain an equivalent amount of 
debt to be added to the balance sheet and 
adding rentals to interest in computing 
the coverage of fixed charges. The re- 
maining 23 per cent presumably employ 
informal procedures. 


EFFECTS ON CREDIT STANDING 

There are perhaps some qualifying 
comments which should be made here 
with respect to the attitude of the financial 
community toward lease obligations and 
to the bearing which this attitude should 
have upon a company’s decision as to 
whether or not to use lease financing. 

First of all, there is strong reason to, 
doubt that the analytical procedures being 
employed by financial analysts are as com- 
prehensive as the above figures would 
suggest. A follow-up survey led the au- 
thors of the Harvard Business Review 
atticle to conclude that many of the 
respondents had indicated what they 
thought should be done, rather than what 
they do as routine practice. The writer's 
own feeling is that the present evaluation 
of lease obligations in financial analysis 
is neither as all-inclusive nor as refined 
as it might be. 

Some of the reasons for this are: 


1. The lack of adequate information 
being furnished by companies with regard 
to their lease commitments: 

_ 2. The lack of standardized procedures 
lor evaluating the information that is 
available : 
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3. And, a certain amount of inertia on 
the part of the analysts. 


Another question which might be raised 
is what effect a moderate amount of leas- 
ing will have upon the credit standing of 
a company which otherwise has a rela- 
tively sound and conservative capitaliza- 
tion. The answer is probably no effect 
whatever. In the first place, most com- 
panies have not been required to provide 
information concerning their lease com- 
mitments unless they are considered ma- 
terial, and there has been a great lack of 
uniformity in applying the tests of ma- 
teriality. 

But regardless of whether such com- 
mitments are reported or not, it seems 
doubtful that they would have any signifi- 
cant effect on an otherwise sound credit 
standing. After all, the various categories 
of credit rating are quite broad. It is not 
a matter of clearly defined ratios, where 
if you cross a certain dividing line you 
automatically drop down a notch. 


STILL A FORM OF BORROWING 


Now, does this mean that if lease fi- 
nancing is used in moderate amounts it 
need not be considered a form of borrow- 
ing nor compared to the cost of debt? 

Not at all. The fact that the amount is 
not material does not support such a con- 
clusion. Neither would an_ equivalent 
amount of debt have a material effect on 
the company’s credit standing, so that the 
question is still which alternative offers 
the greatest advantage. 

After all, this question of whether lease 
financing can in fact make a greater 
amount of credit available is pretty much 
an academic one for a company whose 
total debt and lease obligations are within 
conservative limits. If there is any ad- 
vantage it can only accrue to a company 
that has pushed the total amount of its 
borrowing above what would be regarded 
as a sound limit. 

This brings up another point with re- 
gard to this so-called “balance sheet ad- 
vantage.” It suggests a line of reasoning 
which goes something like this: 

The only significance of debt is the 
effect which it has on the balance sheet 
appearance and on the opinions which 
analysts and lenders may have regarding 
the company. 

Except for this, a company would be 
wise to raise all its capital requirements 
through various forms of debt and thus 
obtain the maximum amount of leverage 
for its common stockholders. 

The objective, then, should be to keep 
conventional borrowing within the limits 
of certain ratios which analysts like to see, 

(Continued on page 312) 
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Assistant, divisional or plant. Broad account- 
ing, cost control, administrative background 
in both multicorporate operations and me- 
dium-sized concerns. Heavy credit experience 
supplemented by well-rounded diversified 
background. Will relocate. Resume available. 
Write Box 2490. 
CONTROLLER-TREASURER 

M.B.A., age 42. Extensive experience in in- 
creasingly responsible positions, including 
multiplant operations and corporate staff in 
the chemical industry. Aggressive administra- 
tor. Now employed at $18,000; seeking new 
challenge. Box 2510. 


CONTROLLER-TREASURER 
Available due to merger. Seventeen years 
with manufacturer as director, vice president, 
controller. Previously partner public account- 
ing firm. Management reports, all accounting 
(standards), office personnel, insurance, cred- 
its, budget, taxes. Sale and acquisition nego- 
tiations. Now vicinity Philadelphia. Box 2511. 


CONTROLLER/FINANCIAL EXECUTIVE 
Well-qualified and fully experienced execu- 
tive with 14 years of highly diversified ex- 
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planning, including the establishment of 
budgets and budgetary control techniques 
and the construction and integration of a 
total information reporting system utilizing 
financial and statistical reporting programs 
adapted to data-processing applications. Cur- 
rently employed as assistant controller/assist- 
ant treasurer of a major, multiplant, multi- 
corporate listed organization with revenues 
approximating $140 million annually. Mem- 
ber CIA. Will relocate. Resume on request. 
Box 2512. 


CONTROLLER 

Five years treasurer-controller of growing 
manufacturing company, employing 200 peo- 
ple. Responsible for finance, budgets, costs, 
systems, personnel and accounting. Experi- 
ence with NCR 31 and IBM. Present com- 
pany merging. Age 35, BSC, married, ag- 
gressive, Residing in LA area. Box 2513. 
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Lease Financing 


(Continued from page 311) 


and then circumvent those ratios through 
various means of off-the-balance-sheet fi- 
nancing, such as leasing. 

The soundness of this kind of reason- 
ing is certainly questionable. There is 
more significance to debt than merely the 
outward appearance which it gives. If it 
has implications to financial analysts and 
lenders it has even more important im- 
plications to the owners of the business, 
the stockholders whom management rep- 
resents. For this reason, a sound financial 
management will impose its own limita- 
tion on the amount of fixed obligations it 
is willing to incur, whether in the form 
of debt or leases, and whether they appear 
on the balance sheet or not. 


FREEDOM FROM RESTRICTIONS 


There are other more or less intangible 
factors which might, in the opinion of 
management, justify the use of lease fi- 
nancing. One is freedom from the restric- 
tive covenants which are customarily im- 
posed by debt agreements. These include 
limitations on the payment of dividends 
and the incurring of additional debt, and 
the required maintenance of a certain 
minimum amount of working capital. As 
yet, restrictions of this sort have not made 
their appearance to any extent in financial 
leases. 


Or leasing might offer a convenient — 


method of financing at the particular time. 
The amount of capital required may be 
considered too small to justify a term loan 
or debt issue, so that leasing might be 
resorted to in spite of a higher cost. 

Along with these offsetting factors 
which might tip the scales in favor of 
leasing might be mentioned two possible 
dangers which it creates. 

One is the possibility that leasing can 
result in a loss of control over capital ex- 
penditures. Unless leasing is controlled 
at the operating level, the result may be 
that division managers will be able to 
obtain assets through leasing which they 
were denied appropriations for in the 
capital budget. Some companies have rec- 
ognized this possible danger by instituting 
a separate leasing budget. 

A corollary of this is that leasing may 
result in distortions in the evaluation of 
intercompany performance. To the extent 
that leased assets are used, the comparison 
of return on invested capital between di- 
visions can be distorted. Some companies 
have overcome this by capitalizing lease 
rentals in measuring return on capital in- 
vestment. 


JUSTIFICATION BY ANALYSIS 


In conclusion, the writer's position 
might be summarized in the following 
terms. Lease financing is a perfectly valid 





method of financing which should be used 
wherever it can be justified in comparison 
with other alternatives. However, it has 
often been justified on the basis of te. 
soning which will not stand up under any 
form of logical analysis. The adoption of 
a rational analytical approach will up. 
doubtedly reveal many situations in which 
leasing offers definite advantages which 
would justify its use. However, the 
writer's own conclusion is that, for com. 
panies of sound credit standing with ac. 
cess to the various forms of capital, these 
Opportunities will be relatively limited, 

The growth of lease financing has un- 
questionably introduced many new op- 
portunities in the field of corporate fi- 
nance. But it has also posed important 
implications for several groups. 

First, for the public accounting profes. 
sion. There seem to be serious deficiencies 
in the present accounting for lease ob- 
ligations. The accounting profession has 
the obligation to see that financial state- 
ments portray the actual condition of a 
business. It is difficult to see how ac. 
countants can properly fulfill this obliga. 
tion so long as they continue to account 
for fixed assets on the basis of legal form 
rather than economic substance. It is un- 
reasonable to expect financial analysts 
and the investing public to reconstruct 
financial statements on the basis of frag- 
mentary information contained in a foot- 
note. 

Financial analysts may also have con- 
tributed to this situation by either over- 
stressing financial ratios or by creating 
the impression that ratios play a con- 
clusive role in determining a company’s 
credit standing. After all, ratios are merely 
analytical tools which are useful in reach- 
ing a judgment; but it is the judgment 
which is significant, not the ratios them- 
selves. This preoccupation with the main- 
tenance of satisfactory ratios may have 
led some companies to follow practices 
which have no economic justification. 

There is also the possibility that ana- 
lysts have paid lip service to historical 
views on debt ratios which are no longer 
valid, while recognizing the fact that 
these limits have been evaded through the 
use of lease financing. Perhaps, for ex- 
ample, the food chains with their in- 
herent stability can support debt ratios 
similar to those of public utility com- 
panies. At any rate, the food chains have 
achieved this result through the extensive 
use of lease financing. 

And finally, some corporate financial 
managers might well re-examine their 
policies to determine whether they have 
made the most effective use of the various 
financing alternatives available to them. 





RELATED READING 


See “Leasing: A Discounted Cash-Flow Ap- 
proach” by William D. McEachron in the April 
1961 issue of THE CONTROLLER. 
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